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PREFACE 


With the inauguration of Provincial Autonomy on 1 April 1937, 
federal finance has become an accomplished fact within British 
India. This is the final stage of a development that has been 
going on since 1870. Before 1833, British India was divided into 
three presidencies, each with its own revenues and jealously main¬ 
taining even an army of its own. After 1833, the power of the 
Government of India grew and financial control came to be con¬ 
centrated in the 1 Supreme ’ Government at Calcutta. The in¬ 
conveniences of centralized finance were realized in the decade 
following the transfer of the government of India to the Crown 
(1858-68), and as a result, various schemes of decentralization 
were considered. One of the schemes mooted was federal in 
character, but this was premature In 1870 Lord Mayo made a 
beginning in decentralized finance, and it has since developed b\ 
successive stages into federal finance 

The above subject forms the central theme of the book befoie 
us, but it is dealt with as pait of the development of financial 
policy as a whole The growth of the principal revenues as also 
the trends in expenditure and borrowing policy have been traced 
in some detail from period to period, and the chief influences that 
shaped the financial policy of the Government in each period have 
also been sketched. Special attention has been given to the 
financing of public woiks The period between 1920 and 1939 
has been tieated nioie fully than the rest In the final chapters 
aie set forth the nirangeinenls for federal finance made in the 
Government of India Act, 1935, and the financial problems facing 
the centra! Government and the produces at the piescnt tune 
The material for this work has been drawn mostly from Govern¬ 
ment papers and other eontemporaiy waitings. The annual 
financial statements, the Administration Reports, the annual 
Statements of Moral and Material Ptogress, the Proceedings of 
Indian Legislatures, Parliamentary Committees and Government 
Commissions have been freely used. Official correspondence 
between the various governments has also been consulted, so far 
as available. Some use has been made of the biographies and 
private correspondence of the leading administrators of each 
period. In the nineteenth century, there was a crop of interesting 
books on India by men who spent their life-time in the service 
of this country, and in particular the writings of J. B 
Noiton, Sir George Campbell, Sir George Chesney, Sir Charles 
Trevelyan, Sir Richard Temple, Sir Richard Strachey, Sir John 
Strachey and Sir H. S. Cunningham have been of great help in 
the composition of the present treatise. In recent times, such 
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writings have increased in volume it not perhaps in value, and 
several Indian writers have also published works on financial 
subjects. To all these, the present book is indebted. A list of 
sources utilized is given at the end. 

I may perhaps claim some personal acquaintance with the 
matters dealt with in the last few chapters of the book, having 
taken part in the discussions which paved the way for the scheme 
of federal finance contained in the Government of India Act of 
1935. Being a Member of one of the provincial Upper Chambers 
under the new constitution, I have had also opportunities for 
studying the actual working of Provincial Autonomy. 

I must here acknowledge my indebtedness to several persons 
who have helped me in the preparation of this book. In parti¬ 
cular, I have benefited considerably by discussions with Sir Arthur 
McWatters, I.C.S. (Retd.), Mr K. Anderson of the India Office, 
Mr C. E. Jones, I.C.S., Mr K. Sanjiva Row, Sirdar K M. 
Pamkkar and Prof Q. Husain Dr D. W Dodwell, I.C.S., has 
taken great trouble in correcting the proofs. While I express 
my sincere gratitude to these gentlemen, it must be stated that 
they are not responsible for the views expressed in this book. 
The Durbais of several Indian States readily supplied me with 
their financial statistics, and I am thankful to them for their 
courtesy. I have also to express my gratitude to Mr N. Sundara- 
rama Sastiy and Mr N. T. Mathew for drawing up the statistical 
tables, to Mr B Natarajan for preparing the Index, and to 
Mr V. Vasudevan and Mr A. Krishnamurthi for other assistance. 
Mi Mabimainathan and Mr C Rao did a great deal of typing work 
for me from rather illegible MSS , and I am beholden to them 
for their labours. 


The University, 
Made as, 

July 1939 


P. J. THOMAS 
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CHAPTER I 


INTRODUCTORY 

§1. The Nature of Indian Revenue 

The financial system of a country reflects its general economic 
condition. Countries like Great Britain and the United States 
which possess a highly developed economic life raise their revenue 
chiefly from the incomes accruing from industry and trade, but 
in more backward countries like India and China whose popula¬ 
tion is predominantly rural, Governments have to draw on 
the more meagre income from agriculture. India has always 
depended mainly on agricultural pursuits, and the revenue from 
land has been the mainstay of its state fisc; it was supplemented 
by customs duties and excises, but the burden of these also has 
fallen largely on the agricultural classes. Hence the proverbial 
dependence of the Indian Government on the monsoons. In 1909 
Sir Guy Fleetwood Wilson, Finance Member, described the 
Indian budget as ‘ largely a gamble in rain 

The Indian financial system has since become less dependent 
on the monsoon, and Wilson’s epigram has no longer the justi¬ 
fication it peihaps had in his day. Firstly, agriculture has been 
made less dependent on rainfall by a systematic development of 
irrigation works. In I860 hardly one per cent, of the cultivable 
land of India was irrigated, but today about ‘20 per cent, of the land 
is under irrigation, and failure of crops is much less frequent 
than formerly. Secondly, the proportion of revenue accruing 
from agncultuie has been falling m lecent times. While land 
revenue receipts have remained more or less stationary, customs 
and income-tax have grown largely, and the former has taken 
the first place among the revenue-heads. In 1858, land revenue 
amounted to Rs. 15 crores, and was responsible for 50 per cent, 
of the total revenue of India; customs revenue contributed only 
Rs. 2 crores, and income-tax was not levied. Up to 1885, the 
revenue from customs and income-tax continued to be very small, 
and it was considered improper by most persons in authority to 
raise much revenue by such taxes. We have travelled far since 
those days. In 1929-30, customs revenue amounted to Rs. 51 
crores, and was responsible for about 31 per cent of the total 
revenue of India, while land revenue came to only Rs. 33 - 4 crores 
and was hardly 19 per cent, of the total revenue. Income- 
tax has also been growing, and contributed about Rs. 17 crores 
in 1929-30. The following table, in which the different 
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levenue-heads are expressed in percentages of the total, show clearly 
how their lelative linpoitance has changed 


Year 

' Land 

Kevenue 

Opium 

Salt 

Customs 

Exuse 

1 

Income-tax 

1858 

! 50 0 

20 0 

10 0 

7 7 

3 0 

1 

1 

1880 

1 29 5 

0 7 

9 5 

3 3 

1 1 

0 G 

1900 

23 2 

7 0 

7 8 

4 3 

5 1 

1 7 

1914 

2(3 0 

1 9 

4 8 

7 7 

10 8 

2 4 

1929 1 

18 8 

1 4 

3 7 1 

1 

31 2 

11 2 | 

9 1 


The increase of revenue undei customs and income-tax since 
1914 is very striking No doubt, this is partly due to the 
enhancement ot lates, but an expansion of trade and industry in 
the countiy is the pnncipal cause India is no longer a merely 
agncultural countiy, machine industry lias made lapid strides m 
recent years, and India lunks as one ol the seven leading industrial 
countries of (he woild 

Thus the Indian budget is becoming more and more immune 
from the vaganes of the monsoon, and is ‘ incteasingly becoming a 
game of skill and foresight’. 1 This is perhaps slightly optimistic 
If the monsoons have been i id of their worst sting, the fluctuating 
price-level still makes the Indian Finance Minister’s lot unenviable, 
and lie has to walk wanly, minding not only the monsoon (which 
still has its teirors), but also the swing of pnces and the trend 
of trade, in this country and in the rest of the woild. 

§2. The drouth of 1'Jrpenditure 

Whilst the nature and comjiosition of the levenue have changed, 
the scope and distribution ot the expenditure have also undergone 
a transformation during the last 100 years The expenditure of 
the Government may be classified broadly under ‘ security services ’ 
and ‘ social ’ (oi ‘ development ’) seivices The former include 
defence, law and justice, police, general administration and debt 
service, while the lattet compnse education, public health and 
public undertakings 

Befoie 1850, nearly the whole of the revenue of Butish India 
was spent on the former class of services, and the social services 
hardly came into the Government's purview There was a small 
grant for the advancement of learning, but the education of the 
masses was not lecognized as a duty of the state for a long time. 
The expenditure on medical aid was confined to the maintenance of 
a few hospitals at Government headquarters. There were indeed 
some roads, but they were chiefly meant for military purposes; 


India in 19HG-G, p 282 




INTRODUCTORY 


5 


certain tanks and canals were also kept up, as without them 
revenue would not be forthcoming. The economic development 
of the country was not the prime concern of the early adminis¬ 
trators. It is true that benevolent offieeis like Sir Thomas Munro 
and Mountstnart Elphinstone did everything in their power to 
increase the happiness of the people entrusted to their care, but 
the Government in those days did not make such benevolence a 
normal part of their policy. 

There were various reasons lor this attitude In the first place, 
the Company had not become, till quite the middle of the nine¬ 
teenth century, the unquestioned suzerain of the whole sub¬ 
continent, and the geography of India is such that no power 
could feel secure until its dominion extended to the natural 
frontiers of the country India is geographically a single unit, 
and so long as two rival powers remained within its boundaries, 
a sense of insecurity was bound to continue, and self-preservation 
held as the first law of nature Further, the piime need of the 
country then w t hs peace and settled government; for the people 
were tired after a century or more of internal warfare and depre¬ 
dations by uval armies and organized bands of marauders There 
were within the country criminal tubes that needed curbing and 
backward classes that needed civilizing There was no homo¬ 
geneity of race or culture, and no national solidarity existed 
India was a welter of races and cults and loyalties, and they were 
not all pacific, nor prepared to cast in their lot with the British, 
as the events of 1857 demonstrated. In these circumstances, law 
nnd order was the prime need of India, and hence its importance 
in the Company's administrative system 

Secondly, m the days of which we speak, the prevailing con¬ 
ception of government in Britain was a rigid individualism which 
discouraged interference with individual rights, whether in the 
realm of economics or of politics. Laissez-faire , laissez-passer was 
the gospel ardently preached by the economists of the time, 
following the lead of Adam Smith and David Bicardo. It found 
enthusiastic supporters like Jeremy Bentham (1748-1832) m the 
realms of law and philosophy, and was translated into action by 
the reform of civil law and by the drastic reduction and eventual 
abolition of tariffs and preferences. These were the influences 
that shaped the persons who administered India at the time, and 
there was nothing to weaken their prejudices. 

The Indian conception of government was radically different. 
In strict theory, a Hindu king was expected to minister to the 
well-being of his subjects, and well-being was given a most com¬ 
prehensive connotation in the Dhnrma Sastras It was the king’s 
duty to provide not only material, but spiritual well-being. The 
ideal of rajadharma meant a broad paternalism, and nothing was 
outside its scope. ‘ The taxes collected from the subjects must 
go back to them a thousandfold, just as the vapour taken from 
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the sea comes back to the earth as fertilizing showers.’ 1 A similar 
ideal was marked out for the Mussulman king also. But these lofty 
ideals w'ere seldom realized. Benevolent rulers took delight m 
carrying out works of public utility, but the indolent ones squan¬ 
dered their revenue on luxurious living. That there had been 
several kings of the former type is evident from the wells, tanks, 
canals and roads made and maintained at great expense in the 
past, and the vestiges of such works are still to be seen in or 
around old royal seats Under great monarchs like Asoka, Chandra- 
gupta, Harsha and Akbar, such commendable efforts were made, 
but some of their unworthy successors did not maintain them. 
A period of great and benevolent kings was followed by a period 
of indolent weaklings, and this gave the opportunity for provincial 
governors to become independent and for revenue-farmers to 
plunder the people Jt was in such a period of dissolution that 
the East India Company established its dominion in India, and 
naturally the Company had no great benevolent traditions to keep 
up. The provincial satraps from whom it obtained its territories 
were only interested in collecting revenue and keeping armies for 
their defence. The tanks and canals maintained by the earlier 
kings had generally fallen into a state of neglect, and the old 
ideal of rajatlharma had become a mere tradition. 

Entering into such a heritage, and with no assurance of enjoying 
that heritage long, it was no wonder that the Company did not 
interest itself in much beyond keeping order and collecting taxes. 
However, keeping order was, by itself, a great boon in those 
troublous days when people lived in peipetual terror of marauders 
and plunderers. Neither its own tradition at home, nor the 
example of its predecessors in India encouraged the Company to 
go beyond these essential functions of government. Nor was it 
easy to find the revenue for undertaking any benevolent ventures. 
The Company knew that to enhance its levenuo demands was to 
court trouble A foreign power can become popular only by 
keeping tax-burdens light and leaving people to their own religious 
and social usages With great courage, Lord William Bentmck 
suppressed sati, but bis successors found it risky to continue such 
a bold policy consistently Further, the Directors of the Company 
were shrewd business men and ‘ kept a strict guard over their 
money-box ’. 2 They looked upon India as a commercial asset, not 
as a field for administrative experiments or for philanthropic 
activity It was such common sense that enabled them to hold 
India for so long and to pass it on to the rule of the Crown in 
1858. 


1 Kalidasa’s account of King Dileepa in Raghuvamsa, Can I, v. 18 
Prajdndm eva bhooiyartham sa tdbliyo balim agraheet, 

Sahasragunam utsruflum Sdalte hi rasam ravth. 
i Sir Charles Trevelyan See Report of the Select Committee on East India 
Finance (abhr. Select Committee Report) (1373), pp. 22-3. 
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§3. An Experiment in State Socialism 

After 1860, however, this attitude gradually changed The 
change was due partly to the greater security of the British 
position in India and partly to the influence of far-sighted ad¬ 
ministrators like Lord William Bentinck, Lord Dalhousie and 
James Thomason; humanitarian influences then operating in 
Europe had also some part in it; but the fundamental cause of the 
change was the growing recognition that the Government’s revenue 
was dependent on the state of agriculture. In other words, the 
Government found that they were in the position of a landlord; 
if the land yielded abundantly, the landlord could easily obtain 
his rent and could even enhance it; but if the crops failed, he 
would lose Ins rent, and m addition would have to maintain the 
tenants alive so that they might continue to live and work 
Therefore, the Government were forced not only to secure peace 
and order but to provide the various facilities needed for agricul¬ 
tural prosperity It was thus that the Government came to open 
canals and dig tanks, to maintain roads and bridges, to make 
agricultural experiments, to control pests and plague, and to 
check usurious moneylending by lending money directly to the 
ryots. As Sir William Hunter puts it ‘ The Government of India 
became an improving proprietor on an enormous scale.’ This con¬ 
ception was uppermost in the nnnds of those British admmistratois 
who were themselves landlords at home Lord Mayo wrote . 

‘ The Government of India is not only a Government but the chief 
landlord. The duties which in England are performed by a good 
landlord fall in India in a great measure upon the Government.’ 

It is also significant that this attitude of the Government as 
landlord was more pronounced in the ryotwan provinces than in 
the zanundan and permanently settled tracts. Agricultural improve¬ 
ments in the ryotwan provinces would tend to an increase of 
the Government revenue, but such was not the case in the parts 
of the country where land revenue was pennanently settled. This 
caused giumblings and heartburnings, but they had little effect. 

Even in those parts of the country whose agricultural condition 
directly affected the public revenues, improvements were generally 
carried out as the result of some crying evil which called for 
urgent remedy. Famine was the chief of those evils, and had 
it not been for its frequent visitations, the Government would 
have persisted longer in their policy of laissez-faire. Between 
1860 and 1880, several devastating famines broke out in one part 
of India or another and caused great suffering and the loss of 
much revenue. This convinced the Government that a more 
systematic policy of economic and social improvement was essential 
in their own interest as well as in the interest of the people. 
Thus originated the new policy of financing public works by loans; 
agricultural experiments were undertaken and Departments of 
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Agriculture were established by the provincial Governments; in 
order to provide the ryot with credit the old system of takkavi 
was reorganized, and the co-operative movement was started; and 
to help him against usury, laws were passed for controlling the 
alienation of land. The Government also took up further respon¬ 
sibilities in connexion with education, medical aid and sanitation. 
State action spread apace, and the state became the organizer of 
welfare over an ever-widening field. 

The official policy of the Government still continued to be 
laissez-jnirc , and even those administrators who, like Sir Charles 
Trevelyan and Sir Bartle Frere, worked hard to increase public 
welfare were confirmed believers in non-interference. Frere held 
that the proper duty of the Government was ‘ to protect all men 
in the enjoyment of then rights and possessions as long as they 
do not interfeie with the rights and possessions of others, and 
to remove all obstacles, natmal or aitificial, to such enjoyment ’. 
But when he was face to face with the realities of famine and 
miseiy, Fieie became a great believer in improvement, and as 
(4 over nor of Bombay, actively earned out many schemes of deve¬ 
lopment in that presidency When he was engaged in such wrnrk, 
one of Ins clnldien asked him why lie was perpetually talking of 
urigation, and he replied ‘ If you had seen men’s bones, as I 
have, lying unburied by the loadside, and on entering a village bad 
found it untenanted by a living person, you would know the reason 
why u Such were the grim realities that overcame the favourite 
doctrine of laissez-faire m the minds of Indian administrators 

Thus, the state’s functions increased greatly in India, and the 
Government became somewhat like an experiment in state social¬ 
ism. The quasi-proprietary relation of the Government to land 
and the wide range of duties which it involved, the state owner¬ 
ship and management of forests and ot large commercial under¬ 
takings like railways, lrngation works, salt and opium factories, 
water supply and hydro-electuc works; the pateinal attitude taken 
in regard to debt and disease—all these perhaps justify such a view. 
On the other hand, ‘the neivous fear’ about altering social and 
religious customs and the lack of poor relief arrangements m normal 
times make the Indian Government less paternal than even the 
individualist states of the West. Notwithstanding this, it is but 
fair to admit that the Government organized themselves as an 
agency for economic welfare long before other Governments pursued 
the same path. To-day, western Governments interfere largely in 
the economic sphere, owing chiefly to the growth of industrialism; 
and even the Government of Great Britain have established a 
system of controls which would not have been tolerated in that 
country before the Great War. But India attempted this untrodden 

1 J. Martineau, Life and Correspondence of Sir Bartle Frere (1895), vol. II, 
p 415 
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path first, and demonstrated to the world that only the Government 
could effectively undertake many important functions whose dis- 
chaige is essential for the welfare of modern communities. 

All this involved an moiease of expenditure, and a change in 
its distribution The expenditure of the British Government in 
Tndia was only Bs 1-7 crores in 1765 ("the year of the Diioani 
grant), but it rose to Rs ‘28 eiores by 1856-7 (the year of the 
Mutiny) rn 1900 the various Governments in India spent Rs 110 
cioies, and m 1929-30 Rs 226 crores Leaving aside the pre- 
Mutin\ pci lod for obvious rca ons, we may sav that dunng a 
pei rod of 70 veais, 1860-1930, the expenditure of British India 
multiplied eightfold From 1900 to 1930, the expenditme doubled 
itself In addition to this, local authorities have spent increasing 
sums ftom levenue raised by local taxation Tn 1885-6, when Lord 
Ripon left India, the tax-ievenue of municipalities and district 
(and other rural) boards came to only Rs 3J ctores, hut h\ 1935-6 
it had increased to Rs 57-43 crores 

The distribution of expenditure has also undergone great 
changes Till 1858 nearly the whole revenue was spent on defence, 
law and older and other security services, but since 1885, and 
especially since 1900, mcieasing sums ha\e been spent on ‘deve¬ 
lopment sci\ices In 1857-8 b.irdlv one pel cent of the total 
revenue was spent on education and public health; but in 1930-1 
a little over 10 per cent of tin 1 revenue was spent on these items 
In the table below, expenditme (net) on various items is given for 
certain years between 1857 and 1930 the hemes are in mores of 
rupees (See also Statistical Table 6 Appendix F ) 


Expenditure (net) on ruriuus items in different periods 
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It is clear that lately the social services have expanded much 
more than the security services; while defence charges increased 
from Rs. 24-7 crores to Rs 54‘3 crores between 1900 and 1930, 
the expenditure on education increased from Rs. T7 crores to 
Rs. 13'8 crores. The increase under social services was slow up 
to 1920, but after the Reforms of that year there has been a 
rather rapid increase in the expenditure on education, public health 
and agriculture. At the same time the expenditure on defence 
steadily fell from Rs 87-4 crores in 1920-1 to Rs 45’5 crores 
in 1936-7 (vide infra, pp 436-40) 

A clearer idea of the change may be obtained by showing the 
various items as percentages of total expenditure In the follow¬ 
ing table both central and provincial expenditure are taken into 
account 

The proportion of various heads to total expenditure 


(Percentages) 


— 

1857-8 

1 

| 1921-2 

! 

1930-1 

Defence (net) 


1 

47 7 

32 00 

23 50 

Law and order 


7-5 

11 .33 

12-20 

Education 


06 

1 94 

6 91 

Public Lea 1th 


04 

3 33 

3 56 

Agriculture 


— 

1 08 

1 66 


The results would appeal even more creditable if we included 
the expenditure of the local bodies In 1930-1 the municipalities 
in British India spent about Rs. 12-5 croies on public health, 
education and civil works, in the same year, a similar amount 
was spent by distnct and local hoards also for the same purposes 
In 1858 these bodies hardlv existed 

§4. Financial Authority 

Perhaps the most remarkable changes during the penod undei 
suivey were in the nature of the financial machinery and in the 
relationship between the ditTcrcnt authorities engaged m financial 
administration 

Before 1772, them were three presidency Governments in 
India, each administering its own territories and maintaining its 
own armies, and they weie only subject to the control of the Home 
authorities of the East India Company Aftei that date, two 
important developments took place; on the one hand, the Govern¬ 
ment of Great Britain gradually asserted their sovereignty over 
the Company s temtones in India; and on the other, the 
Government of Bengal were raised to the position of supremacy 
and were given an increasing authority over the other presidency 
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Governments. Till the grant of the Diwani (1765), the Company 
was chiefly concerned with its commercial activities, and its terri¬ 
torial possessions were comparatively small. But in 1765 a 
territory larger and more populous than Great Britain came into 
the Company’s virtual possession, and its servants obtained un¬ 
exampled opportunities for enriching themselves, which many of 
them fully utilized. This roused the suspicions of Parliament, and 
there arose a growing conviction in England that such extensive 
territories should not be left to the tree management of a trading 
company. Tales had reached England of embezzlement and 
corruption, both real and imaginary, and those shocked the sense 
of justice and fired the imagination of Burke, Fox and the Pitts. 
Chatham wrote in 1773 . ‘ India teems with iniquities so rank as 
to smell to earth and heaven.’ 1 Horace Walpole, the historian, 
recorded the popular impression when he wrote ‘ Such a scene 
of tyranny and plunder has been opened up as makes me shudder 
. . . We are Spaniards in our lust foi gold, and Dutch in our 
delicacy of obtaining it.’ 2 

From 1765 India loomed large in the annals of Parliament 
We read in Cobbett’s Parliamentary History , under the year 1768 ■ 

‘ The affairs of the East India Company were now become as 
much an object of annual consideration as the raising of the sup¬ 
plies.’ 3 However, Parliament was for long reluctant, on various 
grounds, to bring the Company’s Indian territories under the 
Crown; it only wanted to exercise some control over the Company’s 
administration, so that the worst abuses might be prevented In 
1767 an Act of Parliament obliged the Company to pay into the 
Exchequer £400,000 annually for two years, in return for the 
privilege of retaining its territorial acquisitions But this did not 
satisfy the entics; it was thought hardly just ‘ to share in the 
Indian spoils ’ Some considered it to be hush-money. The Com¬ 
pany’s affairs had to be regulated and brought under the control 
of the Crown A Select Committee of Parliament inquired into 
the affairs of the Company in 1772, and issued twelve reports 
containing information unfavourable to the Company; and a secret 
Committee also sat and issued six additional reports As a result, 
the ‘ Regulating ’ Act was passed in 1773. It modified the consti¬ 
tution of the Company and reorganized its administration in India. 
The Governor in Council of Bengal became ‘ Governor-General in 
Council’, with some power to superintend the work of the 
Governments of the other two presidencies 

Thus the administration of the Company’s territorial possessions 
came under a ‘ supreme ’ Government in India. But the power of 
superintendence given to that Government over the ‘ subordinate ’ 

1 Correspondence of Chatham (1838), vol IV, p 210. 

1 Letters of Horace Walpole, vol VITI, p 149, quoted in Cambridge History 
of India, vol. V, p. 187. 

* Parliamentary History of England, ch xvi, p 402. 
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presidencies was circumscribed by various qualifying clauses, and 
was largely curtailed by the provision that they could directly 
carry on conespondenoe with, and take orders from, the Home 
authorities. Wanen Hastings, the fitst Governor-General, com¬ 
plained that the Act gave him (and Ins Council) ‘ a mere negative 
power and no moie 1 ‘It says that the other presidencies shall 
not make wai nor treaties without the sanction of this Govern¬ 
ment, but carefully gtiaids against eveiy expression which can 
imply a power to dictate what the other presidencies shall do. . . . 
Instead of uniting all the powers of India, all the use we have 

hitherto made of this Act of Parliament has been to tease and 

embarrass 

Nor w'ere the Company's critics satisfied. Indian affairs 
continued to be in the forefront, and another elaborate inquiry 
was made in 1781, resulting in the issue of 18 bulky reports. 
Burke, who was the piesident of the Select Committee, was 
himself the author of some of them, and be became the fiercest 

critic of the Company (tom that time. A fuller control of Indian 

administration was sought by Parliament, and Pitt’s Act of 1784 
was the result It neated a Board of Contiol, consisting of the 
Chancellor of the Exchequer, a Secretaiv of State and four Privy 
Councillors, with pow'ei to superintend the work of the Indian 
Governments in consultation with the Court of Directors of the 
Company Thus the ultimate direction of Indian policy passed 
to the British Cabinet, but the pationage was still vested in the 
Company The Act also stiengthened the hands of the Governor- 

General in India by giving him fuller powers ovei the provincial 

Governments in questions not only of war and diplomacy but of 
revenue Howevei, the light to transact business by direct 

correspondence with the Home authorities was not taken away 

from the two subordinate piesidencies, and in practice then powers 
were unimpaired Nor did the Acts of 1793 and 1813 make any 
change m this matter 

But the roup dr, qraro came in 1833 The Charter Act of 
that year created a real ‘ central ‘ Government for India; the 
Governor-General ‘ of Bengal ’ became the Governor-General ‘ of 
India ’ A separate Government was established for Bengal, 
although for some years the Governor-General of India continued 
to have charge of Bengal also. The Act made the ‘ supreme ’ 
Government really supreme in the civil as well as the military 
administration of Tndia Till then, the subordinate presidencies 
managed their own finances and made their own regulations, and 
the ‘ supreme ’ Government had only a general supervision over 
them But all this was changed in 1833. The whole administra¬ 
tion of India, financial as well as general, became centralized, 
and the presidency Governments became mere administrative 

1 G R Gleig, Memoirs of the Life of the Right Hon Warren Hastings (1841), 
vol. II, pp 41-2 
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authorities. Although the words in the original bill—tiiat ‘ the 
whole civil and lmhtaiy government of all the said territories and 
revenues in India shall be vested in one (Joveinor-General and 
counsellors ’—weie later removed on the giound that theieby the 
supreme Government’s work would become too heavy, the power 
of ‘ superintendence, direction and control of the whole civil and 
military government ’ vested in the Governor-General m Council 
by the Act was comprehensive enough to give him complete power 
over all the tern tones in India. 

Indeed the Court of Directors lecogmzed that a Government 
sitting at Calcutta could not effectively mle the whole ol Bntisli 
India, and theiefore, in then dispatch accompanying the Charter 
Act, they laid down the main lines of a uoiking ariaugemenl 
They wrote : 

Invested as you are, with all the powers of government over 
all parts of India, and lesponsiblc for good government in them all, 
you are to consider to what extent and in what paiticulars the powers 
of government can be best exercised by local authorities, and to 
what extent and m what particular they are likely to he best 
exercised when retained in your hands. With respect to that poition 
of the business of government which you fully confide to the locul 
authouties, and with which a minute mteifeienee on your part would 
not he beneficial, it will be your duty to have always before you 
evidence sufficient to enable you to judge if the course of things in 
general is good, and to pav such vigilant attention to that evidence 
as will ensuie your prompt interposition, whenever anything occurs 
which demands it. 

They also added : 

It was impossible for the legislature and it is equally so for 
us in our instructions, to define the exact limits between a just 
control and a petty, vexatious, meddling interference We rely on 
the practical good sense of our Governor-General m Council, and of 
our other Governors, for carrying the law into effect m a manner 
consonant with its spirit, and wc see no reason to doubt the possibility 
of preserving to every subordinate Government its due lank and power 
without impairing or neutralizing that of the highest 1 

The same instructions were repeated in a dispatch of 1838 2 

The law-making power of the presidency Governments was 
withdrawn in 1833. And the whole legislative authority in India 
was vested m the Governor-General in Council, and this body was 
strengthened by the addition of a Law Member, The subordinate 
Governments were authorized to submit to the Supreme Council, 
‘ drafts or projects of any laws or regulations ’ winch they might 
think expedient, and the Supreme Council was required to take 
them into consideration But that Council was constituted of 

1 Dispatch No. 44 from the Court of Directors, 10 December 1834. 

1 Dispatch No. 3, 28 March 1838. 
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Bengal civilians, and there was no one on it who had local know¬ 
ledge of the two subordinate presidencies. It was originally 
proposed to appoint on the Supreme Council a representative from 
each of the presidencies, and such a provision would have greatly 
improved the relations between the supreme Government and the 
presidencies. This proposal, however, was not accepted. The 
presidency Governors continued to have their own Executive 
Councils, but that only served to keep up the patronage of the 
Company. In 1853, however, each of the presidencies was 
allowed to send one representative to the Supreme Council. 

Thus, m theory, the central Government had the whole 
administration of British India in their hands, but owing to the 
imperfect state of communications, the persistent divergences in 
legal usage and administrative practice, and the lack of contiguity 
between the different British possessions in India, that Govern¬ 
ment found it difficult to keep under their immediate control the 
far-flung territories which came under British authority from 
time to time After 1850 these conditions largely changed. By 
successive annexations of territory from Indian ruleis and by 
the liberal use of the 1 doctrine of lapse ’, practically the whole 
of what we now call British India came under British rule. Roads 
and canals were opened in many parts of the country, and posts 
and telegraphs brought the distant parts of the sub-contment into 
regular communication. Thus the sub-continent became a well- 
knit economic unit, the supremacy of the Governor-General in 
Council became more and more real, and the subordinate Govern¬ 
ments were reduced to the position of mere local bureaux of a 
centralized Indian Government. 

During Dalhousie’s time, these centripetal forces gathered 
great momentum. He reorganized the whole administrative 
system and insisted that periodical leports about the activities of 
every department in the provincial Governments should be sub¬ 
mitted m detail. These reports became an effective means of 
controlling provincial activities. 

After the assumption of authority by the Crown, the power of 
the central Government grew even stronger. The creation of a new 
financial system and a unified department of accounts and audit 
gave that Government a powerful agency for the control of sub¬ 
ordinate Governments. The promulgation of the civil and criminal 
procedure codes in the ‘ non-Regulation ’ as w'ell as the 1 Regulation ’ 
provinces brought India under a uniform system of law and 
strengthened the bonds between the different parts of the country. 
Moreover, the improved system of communications enabled the 
Home Government to interfere more effectively in the details of 
Indian administration. 

All this led to the culmination of centralization after 1860, 
and made the position of the provincial Governments in some ways 
intolerable; and, as we shall see, there soon arose a body of opinion 
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both in India and in England that a devolution of authonty to 
the provincial Governments was necessary. 

§5. The Provincial System 

Before 1833, there were only three Governments in India, 
namely those of the three presidencies; but between then and 1900, 
four other provincial Governments came into being, namely the 
North-Western Provinces, the Punjab, the Central Provinces and 
Burma. 

Already in 1833, the Bengal Presidency had become too 
extensive to be administered by one Government. The Act of 
1833 authorized the creation of a new presidency with Agra as 
capital, but tins w'as not given effect to on the ground of expense, 
and in 1836 a new province called the North-Western Provinces 
was created, under a Lieutenant-Governor. In the same year, a 
Lieutenant-Goveinor was appointed for Bengal also. When Oudh 
was annexed in .1856, it was first placed under a Chief Commis¬ 
sioner, but from 1877 the Lieutenant-Governor of the North- 
Western Provinces became also the Chief Commissioner of Oudh. 
In 1902, they were combined into a .single province under the 
title of the United Provinces of Agra and Oudh (often referred to 
as the U.P.). The province of the Punjab was next formed as a 
result of the Sikh Wars, and was placed under a Chief Com¬ 
missioner. After the Mutiny, Delhi was added to it, and a 
Lieutenant-Governor was appointed. The Central Provinces (C P.) 
was formed in 1861, by combining the Nagpui Territories, hitherto 
ruled by a Chief Commissioner, with the Saugor and Nerbudda 
Territories, till then included in the North-Western Provinces. In 
1903 Berar also came under the Chief Commissioner of the Central 
Provinces. Lower Burma was constituted a province in 1862; 
Upper Burma was added to it in 1885, and thus the province of 
Burma was formed, first under a Chief Commissioner, and after 
1897 under a Lieutenant-Governor. Of the new provinces, all 
except the North-Western Provinces were placed in the category 
of ‘ non-Regulation ’ provinces. 

None of these new provinces had the status of the presidency 
Governments. They were placed in charge of senior civilians, and 
had no Executive Councils till long afterwards They maintained 
no separate armies nor had they separate civil services. They 
could not correspond directly with the Home authorities, and were 
more directly under the supervision of the Governor-General in 
Council than the two presidency Governments. 

Bengal, with a population of over 70 millions, was still found 
too large and populous to be managed by one Government, and 
therefore Lord Curzon in 1904 separated Eastern Bengal and 
Assam, and placed the new province under a Lieutenant-Governor. 
This arrangement created considerable discontent, and was 
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modified m 1911. Assam again came under a Chief Commissioner. 
Bihar and Orissa were sepaiated from Bengal and formed into a 
separate province undei a Lieutenant-Governor, and Bengal once 
more became a presidency with a Governor at its head. 

Thus in 1919 there were nine provincial Governments in 
India, three under Governors (Madias, Bombay and Bengal), four 
under Lieutenant-Governois (the United Provinces, the Punjab, 
Burma, and Bihar and Orissa), and two under Chief Commissioners 
(the Central Provinces and Assam) There were besides minor 
admmistiations like British Baluchistan, the North-West Frontier 
Province, Ajmer-Merwara and Coorg, which were governed under 
the immediate supervision of the Governor-Geneial. The differ¬ 
ences between the three classes of piovinces still continued, and 
except that the three presidency armies were combined, the 
presidency Governments maintained their precedence in rank, held 
firmly to their right to conespond directly with the Secretary 
of State on matters unconnected with finance, and retained their 
full discretion to select poisons for important posts under them. 
The Lieutenant-Governors had also a fanly large authority over 
their provinces; but the Chief Commissioners were in theory rather 
like delegates of the Governor-General although, in practice, they 
had as large powers as Lieutenant-Governors and, like them, were 
later given legislative councils. 

Under the Reforms Act of 1919, the six major Provinces 
hitherto under Lieutenant-Governors or Chief Commissioners 
became ‘Governors’ Piovinces’, each with a Cabinet consisting 
of councillors and Ministers. Since then, the North-West Frontier 
Province (N -W F P ) has been raised to the status of a Governor’s 
province, and two new piovinces have been formed, namely Orissa 
and Sind Burma has been sepaiated fiom India Thus the 
number of piovinces has become eleven. 

The piovinces ot India were not formed on cultural or linguistic 
considei at ions; they were generally the results of military or 
political exigencies. Most of the provinces include several lin¬ 
guistic areas, and only Bengal can claim a high degree of cultural 
homogeneity Many of them are too unwieldy to he properly 
administered by a single Government and stall remain so, in spite 
of recent improvements in transport and communications. From 
this point of view, the formation of the two new provinces of 
Orissa and Sind is to be welcomed, although financially it may 
create new difficulties. 



CHAPTER II 

LAND REVENUE UNDER THE COMPANY 
§1. Preliminary 

It is now generally recognized that pre-British administrative 
practices greatly influenced the system of government established 
by the East India Company in India. Tn no field is this debt 
heavier than m public finance A revenue system suited to the 
conditions and requirements of the country had been evolved in 
India, long before the establishment of British lule. Akbar 
placed the coping stone on that structure with the help of Todar 
Mai. Most of the elaborate methods of land survey, revenue 
assessment and collection practised in India to-day may be traced 
to Akbar’s days. But the commendable methods introduced by 
that great king had largely fallen into disuse by the time Britain 
came on the scene. After 1707 provincial governors became more 
or less independent, and some of the middlemen who were formerly 
employed as revenue-farmers gradually established stronger rights 
over the land, and collected as much revenue as they could extract 
from the helpless peasantry. The early British administrators had 
therefore a very difficult task before them. They had to recondition 
considerably the heritage which they received from their Indian 
predecessors, and this greatly taxed their powers 

When the British first occupied the country the revenue came 
from two main sources—namely, mal ( muhl ) or land revenue, 1 
and sair, which consisted of a variety of imposts chiefly on personal 
property. 2 Roughly mal was agricultural revenue, and sair non- 
agricultural; but it must be remembered that the latter was also 
paid by agriculturists although its burden fell chiefly on traders 
and artisans. The British adopted this system, and gradually 
modified it to suit the changing conditions of the country. Mal 
became land revenue and sair came to be called by the all-inclusive 
name of inland duties. These duties soon became a great abomi¬ 
nation, and most of them were abolished soon after 1833; but some 
continued to be levied under respectable names like customs duties, 
income-tax, excise, salt revenue and opium duty; and these have 
since become important heads of revenue. 

1 The term mahl had a variety of meanings and generally meant property or 
possessions, but in the revenue officer's jargon, it meant land revenue, and this 
use of the term was gradually established. 

J See The Fifth Report from the Select Committee of the House of Commons 
on the Affairs of the East India Company (abbr. Fifth Report) (1812), vol. II, 
app. mu. According to Janies Grant sair included ‘ almost the whole system of 
taxation in Europe A variant of the term is layer 

2 
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Tn this chapter we shall trace the development of the land 
revenue system. 

§2. Bengal and the Zaimndan Settlement 

We may dismiss at the outset the hackneyed question whethei 
land revenue m India is a tax or rent. The whole controversy 
arose out of a misundeistanding about the ownership of land ill 
India It is often said that in Hindu and Mohammedan times 
all land belonged to the king, but this view is supported neither 
by Hindu nor by Mohammedan law. Private property in land 
was recognized in ancient India; perhaps it was not recognized 
will all its modern legal implications, but the point is that it was 
recognized in its essence. The eminent lawgiver Manu clearly 
says that land belonged to him that cleared it, even as the 
deer belonged to him that killed it. 1 What the king claimed was 
a tax on cultivated land, and it was expressed as a share of the 
produce. He also claimed the light to minerals and perhaps to 
waste lands. The king’s share was generally collected by the 
village headman; but subsequently when kingdoms expanded into 
empires the direct contact with the village community was weak¬ 
ened and intermediaries of all kinds came into power. Thus the 
elaborate revenue system of Akbar and Todar Mai was managed 
with the help of a number of middlemen of whom the zamindar 
was one. According to the Taxation Inquiry Committee, ‘ origi¬ 
nally, he (the zamindar) was merely a tax-collector or farmer of 
revenue, who agreed to contribute a lump sum from the portion 
of the country allotted to him ’. 2 In the days of the powerful 
Moguls these intermediaries were kept under check, but when the 
central power weakened they gained the upper hand. Their tenure 
tended to become hereditary, and they began to levy various 
imposts on the ryots 1 

When the British began to administer Bengal they did not 
regard the zamindars as proprietors, but employed them in the 
collection of revenue, first on annual contracts and later on 
contracts lasting for five years The zamindars were also required 
to grant pattas (leases) to the cultivators specifying the amount 
to be paid by them. Generally the hereditary zamindars were 
preferred, but all of them did not accept the terms of the contract 
The Company’s officers (first called ‘supravisers’ and later ‘col¬ 
lectors’) determined the limits of estates and supervised the 
collection of revenue. At first Hastings was puzzled by the com¬ 
plexities of the Indian land system, and when the five-year period 
was completed a committee was appointed to inquire into the whole 
matter. In the meantime great fears were aroused in the minds 

1 Sthanucchedasya kedaram ahuh /falyavalo mjgam. Manu, IX, 44. 

1 Report (1926), p. 40. 

* Ft/th Report, vol II, p. 11 
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of the hereditary zamindars, and to allay such fears the India 
Act of 1784 required the Government to make permanent rules 
in regard to ‘ the tenure of rajas, zamindars and other native 
landholders 

Lord Cornwallis made it his aim to develop a system of landlord 
estates on the British model, and in spite of contrary advice from 
more experienced persons like Sir John Shore and James Grant, 
he decided to confer proprietary rights on the zamindars and to fix 
the Government demand for all time It was his conviction that, 
even if the zamindars were not proprietors in the English sense, 
it would be to the interest of the state and of the community to 
make them piopnetors; for like Ins con tern porary, Arthur Young, 
he believed that the magic of private propeity would turn sand 
into gold. 

In the settlement regulations of 1793, the zamindars were 
declared to be proprietors of the areas over which they collected 
the revenue, subject only to the payment of the annual land 
revenue. The Government also reserved the right to take 
measures for the protection of the cultivating classes. The assess¬ 
ment was fixed for all time, and the Government undertook not 
to tax future improvements, but reserved the right to levy sair or 
any other inland duty on the zamindars. The actual rents paid 
by the tenants at the time were made the basis of assessment, 
and the Government demanded ten-elevenths, leaving to the 
zamindar the remaining one-eleventh as his remuneration for the 
trouble. At that time, this was felt a very extortionate demand, 
and many zamindars refused to accept the settlement. Some of 
those who accepted it soon sold their estates, while others 
were dispossessed of their estates owing to arrears of revenue. 1 
As time went on, however, cultivation extended, prices rose and 
naturally rents increased and rendered the burden of assessment 
extremely light Many of the zamindars sublet portions of their 
zamindan to others and thus avoided even the trouble of collecting 
rents from the ryots. In this manner, the Government gave away 
to the zamindars all the unearned increment in land, and when 
the expenditure of the Government subsequently increased, the 
pressure of taxation fell heavily upon temporarily settled land 
elsewhere and upon classes other than zamindars in Bengal. 

The persons who thus became proprietors were not all of the 
same class; there were among them rajas who held large princi¬ 
palities from ancient times and others who obtained their rights 
from Mohammedan rulers; but the great majority of them were 
revenue farmers employed by the Nawab or by the Company. To 
this miscellaneous group of persons, Cornwallis gave away the bulk 


1 According to a story, one zamindar was 1 confined under a guard of sepoys 
and prevented from bathing, praying or eating because he had refused to enter 
into settlement and was finally ‘ drawn to sign an application for settlement ’. 
See H Beveridge, The Dtstnct of Bakargan], p. 62. 
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of cultivable land in perpetuity. Cornwallis did indeed take care 
to insist that the zammdars should issue pattas to the ryots and 
forbid abwabs or illegal cesses; but these safeguards came to nought 
and the ryot was soon subjected to unjust exactions. 

The administration of land revenue was vested in the Board of 
Revenue. A Committee of Revenue existed in Calcutta before 
the time of Warren Hastings, but in conformity with the provi¬ 
sions of the India Act of 1784, he reconstituted it as a Board in 
1780, with a member of the Governor-General’s Council as Presi¬ 
dent Its principal duty was to control and advise collectors in 
the whole of their revenue work A Chief Shenstadar was also 
appointed to bring the revenue records under the control of the 
Government, and James Grant was the first holder of that post. 1 
He did valuable work in reducing to a system the revenue records 
kept in the traditional mode by the kanungo. The Board differed 
from the old Committee on the important question of land settle¬ 
ment, and held that the zammdai was the legal owner of land 
and that the state was entitled only to a eustomaiy revenue from 
him. This view was strongly held especially after Sir John Shore 
became the president of the Board in 1787. 2 The authority of the 
Board of Revenue was extensive; practically the whole adminis¬ 
tration of the presidency came under its control. 3 

§3. Land Revenue Settlement in Madras 

The zamindau system of permanent settlement was soon 
introduced in all the territories then under the Company. The 
Board of Revenue m Madias repoited against the perpetuation 
of the settlement and asked tor time for further investigation. 
But in 1799, influenced largely by the apparent ease of realizing 
the revenue, the Court of Directois ordered its adoption all over 
the presidency, and to ensme its immediate introduction the 
Governor-General went to the length of proclaiming his resolution 
to remove from office any public servant who evinced a want of 
zeal in giving effect to it. Accordingly, the northern districts of 
Madras were permanently assessed, and the lands under the various 
zammdars were confirmed to them in perpetuity. Where there 
were no zamindari estates, the lands ( haveli ) were parcelled out 
into estates of convenient size yielding from Rs. 3,500 to Rs. 17,500 
as annual rent and these were sold as mootta (initta), i.e. perpetually 
settled revenue farms to the highest bidder. Regulation XXV 
of 1802 described both these classes of landholders as proprietors 
and specified the terms on which they held the property. 4 

1 Cambridge History of India, vol. V, p 431 

2 ibid , pp 447-8. 

* ibid , vol II, p 8 ' The Board of Revenue acted largely as the Government 

of the province ' (Dodwell), 

* C. D. Macleane’s Standing Information regarding the Official Administration 
of the Madras Presidency (1877), pp 93-4 
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When other territories were taken up for settlement, the 
zamindari system was found hardly suitable. In the country round 
Madras known as the Jaghir, Lionel Place found vestiges of a 
corporate village life, and he settled with the village communities 
corporately. In the Baramahal (now part of Salem), Alexander 
Read began by settling with villages, but while grappling with the 
facts of the situation he hit upon the more appropriate system of 
settling with individual ryots and thus initiated the ryotwan 
system which has since become famous. This new system involved 
a somewhat detailed survey of fields; the assessments were to be 
moderate, and were fixed for a definite period. The ryot could add 
to or throw up his lands annually. The average assessment per 
acre on dry lands was fixed at one to two rupees, and on wet lands 
from 5J to 11 rupees. 1 Malabar, which came under the Company 
in 1792, was first under the Bombay Presidency, whose officers 
made a settlement with the rajas and chiefs 2 But this failed, and 
the district was transferred to Madras (1800) and Major (afterwards 
Sir Thomas) Munro was appointed to settle it Munio, who was 
trained under Read, was an ardent advocate of the ryotwan s\stem, 
and he introduced it there But this produced discontent among 
the hereditary Jenmis, who broke out in open rebellion Munro 
suppressed the rebellion and modified the settlement in partial 
recognition of the claims put forward by the chiefs and Jenmis. 
He also took part in settling South Kanara (1800), and the best 
part of his work was done m the Ceded Districts (1802-7) The 
same system of settlement was introduced in parts of Tanjore 
in 1804. 

All this was experimental. The Court of Dnectors had already 
sent out orders in 1799 insisting on the introduction of the 
Cornwallis system of Bengal into the whole presidency Accord¬ 
ingly, in 1802, the Jaghir was divided into 61 estates and put up 
to auction as moottas From 1803 to 1805 the Baramahal was also 
divided into moottas and auctioned. The settlement failed miser¬ 
ably in the Baramahal; many moottadars became bankrupt, and 
a return was made to ryotwan almost immediately. The system 
was, however, more successful where there was a class of hereditary 
chiefs. Thus the Pohgars of the Tamil districts, whose position 
was somewhat analogous to that of the zamindars of the northern 
districts, were made proprietors in perpetuity between 1802 and 
1807 and their dues fixed for all time By 1807 the Circars, the 
Jaghir and parts of Tinnevelly, Ramnad, Chittoor and Dindigul 
were permanently settled on the zamindari basis. 

By the experiments thus carried out, it came to be widely 
recognized that the zamindari system did not suit the conditions 

1 See Baramahal Records. 

* A committee consisting of two Bengal and two Bombay civilians were deputed 
tor the purpose and their report, issued in 1793 in several volumes, is a mine 
of information on the district. 
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of the Madras Presidency. Lord William Bentinck, then 
Governor of Madras, fully recognized this. What, then, must take 
its place? Munro, who was the most experienced revenue official 
of the time, held that the settlement should be with the individual 
ryot, but he wanted the assessments to be lowered and to be made 
permanent. He expected that the consequent increase of culti¬ 
vation would make up for the reduction and perpetuation of 
assessments. 1 But neither the zamindari system nor the ryot- 
wan pleased the Board of Revenue; they preferred the adoption 
of a village joint-rent system (mahalwan), and after Munro left 
India in 1807, a trial was made of this new system in several 
districts, but the results were not really satisfactory, since the 
assessments were excessive. Nevertheless, a ten-year settlement 
was made on this basis 2 

In the meantime, owing chiefly to the influence of Munro, the 
Directors revised their view about the zannndari settlement and 
declared strongly for the ryotwaii system, and instructions were 
accordingly sent out in 1817 The Madras Board of Revenue 
raised a mild protest, but they were silenced. When Munro 
became Governor in 1820 the ryotwan system made rapid progress 
and before his death in 1827, it was adopted not only in the un¬ 
settled districts but also where village settlements had been made 
and where moottas had lapsed to the Government Munro also 
succeeded in effecting the reduction in assessments which he had 
recommended in 1807. 

The basic principle of the ryotwari settlement was that the 
Government dealt with the individual ryot without recourse to 
any middleman The ryot was recognized as proprietor, and was 
given full liberty to sublet, sell, mortgage or bequeath his land 
He could not be ejected so long as he paid his fixed dues, but he 
could increase or diminish his holdings annually. The settlement 
involved the preparation of maps and classification of soils. The 
gross produce of each plot was calculated on the basis of paddy 
crop in the case of irrigated lands and cumbu, eholam or other 
grain for the unirrigated. Transport facilities and nearness to 
markets and irrigation facilities were also taken into account. The 
Government demand was supposed to be pitched at about 33 per 
cent, of the gross produce, but actually the proportion was 
higher or lower, generally higher. The assessments were fixed in 
money and were not variable from year to year, except where 
water was supplied by the Government to turn dry land into wet 

1 R. C Dutt, Economic History oj India under Early British Buie (1902), 
pp 137-40. 

1 Id a certain taluk, according to Munro, ' nearly half the ryots had emigrated, 
most of the headmen were reduced to poverty, and many of them had to be sent 
to jail. The substantial ryots, whose stock supported the agriculture of the villages, 
were gone ‘ "Various causes contributed to discredit the ryotwari system The 
frequent deficits in Madras between 1798 and 1810 greatly influenced this change 
of view, " c 
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or to turn single-crop land into double-crop land. In unfavourable 
seasons, remissions were granted for entire or partial loss of pro¬ 
duce. In short, as an official report of the Madras Revenue 
Department puts it : ‘ The ryot is virtually proprietor on a simple 
and perfect title, and has all the benefits of a perpetual lease, with¬ 
out its responsibilities, inasmuch as he can, at any time, throw 
up his land, but cannot be ejected, so long as he pays his dues.’ 1 

The settlement was therefore, to all appearances, a permanent 
settlement, but this was questioned by the Board of Revenue in 
a memorandum written in 1902 2 They did not deny that the 
founders of the ryotwari system were originally in favour of the 
permanency of the assessment, but denied that they had the idea of 
perpetual immutability in mind when they used the words ‘ fixed ’ 
and ‘ permanent Later, owing to the fall of prices, the assess¬ 
ments were found too high and therefore were reduced, and thus 
permanency never came into actual practice. Their reasoning is 
hardly convincing, and an array of documentary evidence can be 
adduced to show that the Government intended the system to be 
permanent. 3 4 

Munro’s objects were not realized. The survey was conducted 
in an unscientific manner, and the assessment remained exorbitant 
in many parts Munro’s intention was to take only one-third of 
the produce, but his instmctions were not properly earned out, 
and even where they were carried out the assessment often covered 
the entire economic rent. Further, the commutation rates fixed 
by Munro proved too high when subsequently there was a fall 
in prices extending over the whole period from 1825 to 1850 * 
The revenue was generally assessed by the low-paid underlings of 
the collector, and as they were often corrupt, the wealthy and 
powerful landholders obtained lenient terms, while the poor and 
timid were made to bear the burden. 5 No doubt, there was a 
provision for remission when crops failed, but it was not easy 
to prove that the conditions for remission had been fulfilled 

1 Report for 1855-6, quoted in R A Dalyell's Report of the Madras Famine of 

1866, p 66 

1 Resolution on the Land Revenue Policy of the Indian Government (1902), 
pp 167-80. 

" Both Read and Munro repeatedly declared that the assessment was to be 
permanent, and this view continued to be held ever afterwards. According to the 
Administration Report of the Madras Revenue Department for 1855-6, 1 the assess¬ 
ment is fixed in perpetuity (so far as any increase to it is concerned) on each field ' 
The Court of Directors wrote in the Dispatch of 1857 • ' The assessment is fixed 
in money and does not vary from year to year, except in those cases where water 
is drawn.' In 1857 the Madras Board of Revenue wrote that ‘ a Madras ryot 
is able to retain his land perpetually without any increase of assessment, as long 
as he continues to fulfil his engagements ' 

4 The prices fell to between 30 and 40 per cent below the commutation rates 
by 1860. In Guntur, the price of the best rice per Madras garce fell from Rg. 133 
to Rs 99; in Rajahmundry from Rs. 101 to Rs 65. See also S Srinivasa 
Raghavaiyanger, Memorandum on Forty Years’ Progress (1893), pp 27-8 

* R. C. Dutt, Economic History of India m the Victorian Aqe, pp. 68-81; also 
Early British Rule, pp. 153-61 J. B. Norton, Letter to Robert Lowe (1854), 
pp 107-68; see especially a letter of Sir T. Madhava Rao, pp. 152-4. 
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Munro expected that the ryot’s freedom to add to or throw up 
his lands would make the system elastic and convenient, but 
actually such freedom was enmeshed in vexatious rules. If the 
ryot gave up any land he was required to relinquish good and 
bad lands in hke proportion, and therefore this provision proved 
to be of little practical advantage. 1 

The expectations of Head and Munro that the ryotwari system 
would very largely bring waste lands into cultivation and raise up 
a class of sturdy peasant proptietors remained also unfulfilled. 
As population increased more land was indeed taken up, but this 
only swelled the class of petty ryots (called ‘ pauper farmers ’ by 
Norton), who cultivated uneconomic and fragmented holdings. 
The price of land did not rise as was expected, but m many parts 
land became almost unsaleable The Collector of Cuddapah 
wrote in 1845 ‘ The universal complaint, and request of the ryots 

is to be allowed to reduce their farms, a convincing proof that 
cultivation is not profitable ’ 2 

The original intention of Munro was that the assessment should 
not be increased on account of improvements on the land; for he 
believed that this would increase revenue rather than reduce it. 3 
But his intention was not given effect to, and this discouraged 
the improvement of cultivation and the adoption of valuable crops. 
In 1837, however, the Court of Directors ordered that the 
Government should lay no claim to enhancement in the case of 
improvements solely due to the ryot’s industry. 

Nor was the collection of revenue an easy matter in those 
days. The revenue demand was generally too high to be met 
from the normal surplus. According to all reports, torture and 
other cruel practices were resorted to This formed the subject 
of a debate in the British Parliament, and as a result a committee 
m Madras investigated the matter and discovered that torture 
was prevalent, although the collector and his immediate assistants 
never countenanced it. 4 The fact is that the higher officers had 
neither the means nor the inclination for watching over their 
numerous underlings, and except where able men were at the 
helm these latter had their way. 5 

The pernicious results of this system may be seen in the reports 
of the Collectors of the time, copious extracts from which are 
printed in the works of J. B Norton and R. C. Dutt.* The 

1 JB Dykes, Salem, a Collectorate (1853), p 101 Also letter from the Board 

of Revenue to the Government, 30 September 1852. 

1 Letter to the Board of Revenue, Madras, 25 July 1846. 

4 See Munro’s letter to Read, 18 July 1797 

4 The common forms of torture were keeping a man in the sun, preventing 
him from going to meals or calls of nature, squeezing the crossed fingers, pinches, 
slaps and blows with fist or with whip, twisting the ears, etc See the Report 
of the Committee (1855). par 68. 

5 See Sir George Campbell, Modern India (1852) 

* See J B Norton, op. cit., pp 89-168; R C. Dutt, op. cit., pp. 158-61; 
Victorian Age, pp 67-73, also Srinivasa Raghavaiyanger, op. cit , pp 28-33. 
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gist of these reports is that cultivation had ceased to be profitable, 
that the ryots were impoverished and heavily in debt, that the 
wealthier ryots had disappeared, that agriculture had degener¬ 
ated, and that famine had frequently ravaged most districts. 
Bourdillon’s Description of the Madras Ryot, written in 1853, is 
the most memorable of these documents and is well worth 
perusing 1 

It is no wonder that the land revenue of Madras remained 
stationary during the period 1820-58, as is evident from the 
following table : 


Year 

Revenue (J 

1810-1 

.. 1,071,666 

1820-1 . . 

.. 3,738,460 

1830-1 

.. 3,460,329 

1840-1 

3,729,085 

1850-1 . . 

.. 3,515,969 

1857-8 

3,678,862 


The defects of the system were dealt with by experienced 
revenue officers like A D. Campbell befoie the Parliamentary 
Select Committees of 1832 and 1852, and in vanous leports and 
proceedings of the Board of Revenue. Assessment rates were 
experimentally lowered, ra^ed, and lowered again, but no real im¬ 
provement came before the introduction of the new survey and 
settlement system 2 

The Board of Revenue in Madias dates from 1786. It 
originally consisted of three members, and was presided over by 
a Member of Council In this body was vested ‘the supeiinten¬ 
dency of the whole administration, settlement and receipts of the 
revenues’. The Board superseded the provincial Councils, which 
pieviously had controlled the work of the Collectors 3 It had 
originally certain judicial functions also, but they were abolished 
by Regulation II of 1806 In 1804, it became also a Court of 
Wards for the Presidency and had control over religious and other 
endowments. 4 The portfolio system, now in vogue, was only 
introduced in 1887, when the membership was raised to four and 
each member was given a separate charge. 5 The number of 
members was subsequently reduced to three. 

§4. The Bombay System 

The experiments in Madras were of great use in carrying out 
revenue settlements m the territories in western and northern 

* See Srinivasa Raghavaiyanger, op at , pp xxxvui-xln 

3 8ee ch. xv. 

' Fifth Report, p. 191. 

4 Regulation V of 1804 and XXI of 1855. 

* Cambridge History of India, vol. VI, pp 51-2 
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India which subsequently came under British rule. The lessons 
learned at the expense of the Madras ryot were helpful in devising 
more libeial revenue arrangements in the rest of India. We shall 
see briefly how this happened. 

The principal territories comprised in the Presidency of Bombay 
came under British rule in 1817. Elphinstone, who first investi¬ 
gated the conditions in the presidency, was struck by the pre¬ 
valence of the village community, owing perhaps to the important 
part played by it in Maratha administration The prevalent form 
of tenure was mirasi , with the hereditary joint ownership charac¬ 
teristic of it These institutions were, however, disregarded, and 
the Couit of Directors, who had been converted to the ryotwari 
faith by Munro, insisted that the settlement should be made with 
every separate cultivator on a temporary basis. This decision 
sounded the death-knell of the village community. 

As in Madras, the first assessments were too high. Pringle, 
who first earned out the settlement in Poona and the surrounding 
districts, measured the land and fixed the Government demand at 
55 per cent of the produce But the measurements were 
faulty, the estimates of produce were erroneous, and not even 
half of the levenue demand was realized According to the official 
report• 1 

Every effort, lawful and unlawful, was madp to get the utmost 
out of the wretched peasantry, who were subjected to torture, in 
some instances cruel and revolting bevond description, if they 
could not, or would not yield what was demanded Numbers 
abandoned their houses and fled to neighbouring Indian states. 
Large tracts of land were thrown out of cultivation and in 
some districts no more than a third of the cultivable area 
remained in occupation. 

In 1835, a re-survey and settlement was commenced by H. E. 
Goldsmid and Lieutenant (later Sir George') Wingate in Indupur 
taluk and their system was later extended to other parts of the 
presidency, and still remains the basis of the Bombay land 
revenue administration The system is simple. ‘ They classified 
all soils into different classes according to their quality; they fixed 
the assessment of a district after inquiries into its circumstances 
and previous history, and they distributed the district demand 
among the villages and fields contained in the district. The owner 
of each field was then called upon to cultivate his holding on 
payment of the land tax fixed for his field ’ 2 The assessment was 
thus based on general considerations and not upon elaborate cal¬ 
culations as in Madras. The settlement officers’ subjective 


1 Bombay Administration Report (1872-3), p. 41, See also B H Baden-Powell, 
Land Systems of British India (1892) 
a R C Dutt, Victorian Age, p. 63 



LAND REVENUE UNDER THE COMPANY 


27 


impressions played a great part, but this did not turn out to the 
detriment of the ryot in practice. 1 The settlement was fixed for 
30 years. Thus the first experiments in ryotwan settlement turned 
out to be more successful in Bombay than in Madras 2 

The result may be seen in the steady improvement in revenue 
The total land revenue, which was £T0 million in 1830-1 had 
risen to T2-2 millions by 1850-1. 

§5. Land Revenue in the North-Western Provinces 

The terntory formerly called the Noith-Western Provinces came 
under British rule by 1803, partly by the cession from the Nawab 
of Oudh (1801) and partly by conquest from the Marathas (1803). 
The intention at first was to introduce the Bengal system of land 
settlement. But this was not carried out for some time, owing to 
the counsel of delay that came from the commissioners appointed 
to settle the territory. In 1821, the Court of Directors definitely 
decided against permanent settlement and temporarily fixed the 
Government demand at 83 per cent of the gross rental of estates. 
This assessment was found to he excessive, and m 1833 Lord 
William Bentinck reduced the demand to 66 per cent, and made 
the settlement for 30 vears The settlement was not with culti¬ 
vators but with the hereditary talukdars m Oudh, and generally 
with proprietary villages in the rest of the province This was 
fixed by Regulation IX of 1833, which subsequently became the 
basis of land settlement all over India The actual settlement 
was carried out by Robert Merttins Bird who worked incessantly 
for nine years, and evolved a system by which he gave 
great relief to the overtaxed landholders of the province His 
work was done in the humane spirit of Bentinck, and it 
was instrumental in giving use to a class of sturdy and 
contented landowners. 

The procedure adopted by Bird was the following He fiist 
made a rough summary and map of all the land within a fiscal area 
Then a professional survey was made of the land of the area, 
both cultivated and uncultivated. Finally the land tax for the 
entire fiscal area was fixed and that was apportioned among the 
estates or villages ( mahals) comprised in the area. The weakest 
point in the system was the part of guesswork in the calcula¬ 
tion of the rental, but this was subsequently rectified by better 
methods of surveying and assessing. The intention of Bird 
seems to have been to make the assessment perpetual where the 

1 Bombay Survey and Settlement Manual, vol I, pp. 128-4. 

1 The system was assailed by the Sadr Board of Revenue, which suspected 
that it would be liable to the defects of the Madras system. To this, Wingate and 
Goldsmid made a convincing reply, which is contained in a letter dated 17 October 
1840. See R. C. Dutt, Victorian Age, pp 54-7. 
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lands were fully cultivated, but this was not accepted by 
his successors. 

Bird’s work was continued by James Thomason who drew up 
in 1844 the first complete Land Settlement Code in India. This 
Code, entitled Directions for Settlement Officers, became later the 
basis of similar codes in other parts of India. Bird’s assessments 
were revised and reduced, and even then the revenue steadily 
improved. The revenue of the province rose from I!3 - 6 millions 
in 1838-9 to i'3-7 millions in 1840-1 and to nearly £5 millions 
in 1850-1. 


§6. Land Revenue in the Punjab 

Before it came under the British, village communities were 
powerful in the Punjab, and land revenue was assessed and col¬ 
lected in kind In theory one-half of the gross produce was 
taken, but in practice it varied between two-fifths and one-third 
The first land settlements were made by the brothers Henry and 
John Lawrence The framework of the Sikh system was main¬ 
tained, but the revenue was collected in money. The state 
demand was nominally reduced, but the money basis made the 
assessment really heavier A set of able officers, partly military 
men and partly picked civilians from the Bengal Service, were 
appointed as heads of districts, and in general they strove to 
tone down the rigours of the revenue system and to do justice 
between man and man The settlement was made not with 
individual cultivators, but with joint holders of large estates 
which generally coincided with villages. The joint owners were 
represented by their headman, called the lambardar, but in 
practice the revenue was separately recoverable from the share¬ 
holders Thus, although in form the assessment was on the 
village basis, in reality the position of the individual holders was 
recognized, and tins helped the growth of a sturdy class of 
peasant proprietors 

John Lawrence found that the demand of one-third of the 
gross produce was unfair to the peasants, especially as the hist 
was payable in money. His guiding principle was to ‘assess low, 
leaving a fair and liberal margin to the occupiers of the soil ’, and 
he expected this would induce them to increase their cultivation 
and put the revenue beyond the reach of bad seasons. 1 Accord¬ 
ingly the revenue demand was reduced from one-third to one- 
fourth and then to one-sixth of the gross produce. Lawrence’s 
expectations were realized, for there was a great extension of 
cultivation, and the total land revenue which was 11830,000 in 
1847-8 rose to £1 '4 million in 1856-7. 


1 See his letter to Nicholson m Boeworth Smith’s Life of Lord Lawrence (1886) 
vol. II, p. 341. 
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The total land revenue collections of British India in 1850-1 
and 1857-8 were as follows : 



1850-1 

1857-8 


£ 

£ 

Bengal 

3,569,408 

3,694,017 

Madras 

3,515,969 

3,678,862 

Bombay . . 

2,286,074 

2,318,241 (excluding Sind and 

N.-W. Provinces 

4,990,102 

2,639,238' Satara) 

Punjab 

1,020,889 

1,785,227 

Nagpur . . 

— 

277,050 

Other territories 

— 

1,329,702 

Total British India . 

15,382,442 

15,722,337 


1 The low figure for the North-Western Provinces was due to the Mutiny 
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NON-AGRICULTURAL REVENUE 
§1 Inland Transit Duties 

Although the term sair was given to the many taxes imposed 
formerly on non-agricultural classes, it eventually came to mean 
chiefly the inland duties levied on goods in transit. 1 It used to 
be collected by the persons who gathered the land revenue, and 
when the central authority of the Mogul Empire became weak, 
the zamindars seem to have levied it on their own authority. 
Thus when Bengal came under British rule, zamindars, amils and 
revenue-farmers all over the country kept chowkis or toll-houses 
by the roadside or on the banks of rivers, and all goods passing 
by were charged sair duties by their agents. 

Next to transit duties came taxes on traders and artisans, 
generally called moturpha. In the Madras Presidency, the term 
moturpha was limited to the imposts on the artisan classes, while 
the levy on the profits of merchants was called veesabuddy. 

In northern India, however, sair seems to have had a wider 
connotation than m the south. According to an account of 1771, 
sair included taxes on cotton, tobacco, betel, gram, etc., duties 
levied on the manufacture and sale of cloth, pesheush, taxes on 
boats, monthly duties paid by shopkeepers and other town- 
dwelleis, bazaar collections, fees paid by cutters and sellers of 
grass and straw, and by fowlers and game-killers, fines, and 
licences for the sale of bhang and intoxicating hi|iiois. 2 The levy 
was made on almost every aiticle, as Sir Chailes Trevelyan, who 
made a thorough study of the subject, said : ‘ the question was 
not what was taxed but what was not taxed.’ 3 

Bengal and Bihar 

In Bengal, chowkis existed in every mahal. For this purpose, 
the district or sarkar was divided into chuklas. All goods in 
transit had to be examined by the daroga in charge of the chukla, 


1 Hobson Jobson describes sair as 1 a variety of inland imposts, especially local 
and arbitrary charges levied by zamindars and other individuals with a show 
of authority, on all goods passing through their estates by land or water, and 
sold at markets established by them '. 

2 Fort William Consultations (1771), quoted by P. N. Banerjea, Indian Finance 
m the Days of the Company (1928), pp. 250-1 

* Select Committee Report (1873), p. 51, Trevelyan thought that what was 
called sair in northern India was called moturpha in southern India, but this is 
not true. In Madras, both sair and moturpha existed side by side See below. 
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and the certificate ( rowannah ) issued by him would enable them 
to pass through the remaining chowkis of the chukla, but when 
they entered another chukla a fresh certificate had to be obtained on 
payment of a chittavnn. The levy was apparently made on 
Hindus and Mohammedans at different rates 

The Company soon realized that these charges were ‘ a great 
detriment to the public collections and a burthen and oppression 
to the inhabitants’. In 1779 ordeis were issued abolishing all 
duties coming under the description of sair, chellunlah and 
rahadari; and Regulation XXI of that yeai declared all chowkis 
kept by zamindars to be illegal. From that time the Company 
made active efforts to cut down these vexatious imposts In 1793 
the zamindars were given compensation for the loss of revenue 
resulting therefrom. Regulation XXVII of 1793 firmly laid down 
that ‘ no landholder or other person of whatevei description shall 
be allowed to collect in future any tax or duty of any denomination ’. 

What the zamindars lost the Government gained; but the 
Government wanted to simplify the collections and to reduce the 
different exactions into a single tax, so that when once that dut> 
was paid the goods could freely pass without let or hindrance 
Regulation IX of 1810 laid down the rules of the new transit duty 
The number of custom houses was reduced, and each of them 
was placed in charge of a collector of customs. He was authorized 
to establish chowkis under his jurisdiction. Definite rules were 
laid down for the levy of duties. A town duty was also levied 
under Regulation X of 1810 all over Bengal on grain, oil, oil-seeds, 
ghee, tobacco, salt, etc , and these duties were farmed out for 
collection. 

In spite of this reorganization, impediments to trade did not 
disappear. Nor did the number of custom houses diminish. ‘ The 
country was covered with customs establishments like the squares 
on a chess-board, and whenever any article included in the tariff 
was moved from one square to another, it paid this consolidated 
duty.’ 1 The result has been described by Trevelyan as follows • 

The intercourse between adjoining districts in the interior is 
positively burdened with heavier duties than the trade between 
England and India. English metals and woollens are admitted free 
and nearly all other articles at 2J per cent., and on the export side, 
indigo, tobacco and cotton are free; while other articles are charged 
2J per cent., but in the trade carried on between the most conti¬ 
guous places in the interior, metals are charged 10 per cent, and 
other articles from 5 to 10 per cent. This is a fact worthy of being 
recorded for the information of posterity. If wo were to encourage 
swamps or accumulate mountains between the different districts of 
our country we could not paralyse their industry so effectively as we 
are doing by this scheme of finance. 2 

1 Sir Charles Trevelyan’s Evidence before the Select Committee (1873), p 61. 

* Trevelyan’s Report upon the inland customs of the Bengal Presidency (1835), 

p. 4. ' 
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Passes ( rowannahs) had to be obtained for all goods in transit. 
They contained a full description as to the value, kind, quantity, 
number and description of packages. Therefore every time the 
goods underwent a change a new pass had to be obtained, and 
an additional duty had to be paid. Previously the duties were 
charged in bulk as so much per cart-load or head-load. But 
under the new system the duty was assessed on the value. For 
instance, cotton was charged 5 per cent, when raw; when it 
became yarn it had to pay another 7J per cent.; and when the 
yarn was woven into cloth another 2£ per cent.; if it was later 
dyed 2J per cent, again; altogether the duties came to 17£ per 
cent. Leather, sugar, shellac, saltpetre, oil and other articles 
were liable to double and treble imposts. 1 On top of this came 
the extra duty levied when goods were taken into towns. It was 
a great burden on local manufactures and led to the decline of 
indigenous handicrafts. 

The harassing nature of the rowannahs can only be realized 
when one remembers that they had to be obtained before the 
goods attempted to pass any chowki, that separate passes were 
necessary foi each parcel included in a load, that if any change 
had been made in the size and nature of the parcels new passes 
had to be obtained, that identification of the parcels had to be 
made at different chowkis, and that in every case a fresh payment 
had to be made 

The customs subordinates had unlimited powers of stoppage 
and search to see if the goods corresponded to the rowannahs , and 
this led to endless corruption and harassment A patrolling officer 
in Delia made the following statement : 

I beg to mention the following as one of the numerous ways 
in which the fair dealers in salt and other goods are oppressed 
Should any merchant be ever inclined to be honest, it is really 
almost out of his power to do so Suppose for instance that a 
merchant has a rowannah for the conveyance of 1,000 maunds of 
salt. The karmadah or chapraasi will first demand a certain sum. 
The owner of the salt will object to give it. The native officer will 
then say, ‘ I must weigh the salt, for T suspect you have an excess. ’ 
Suppose the dispatch to consist of 20 hackenes, their contents would 
take three days to weigh and the merchant in this way would lose 
Rs. 60 on the hire of the carts during these three days. He would 
then after consultation offer a bribe of Rs. 20 to the karmadah, etc. 
rather than suffer the greater loss of Rs. 60 by detention. The 
case is different if a smuggler makes his appearance; the matter is 
then settled in half an hour. The smuggler pays his regular fee of 
2 annas per maund and at the same time a chapraasi or private 
servant of the karmadah goes ahead to settle business with the next 
public servant and so on Should any such smugglers be detected, 
a private servant of the owner of the salt makes haste to the 
shenstadar and others concerned to get if possible rowannahs signed 


1 ibid., p 6. 
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immediately. He then, after about twelve or fourteen hours, brings 
rowannahs signed, and when asked why he did not produce them 
at first, his answer commonly is that he was left behind sick. The 
seizures in this way rendered labour in vain. 1 

In 1825 Holt Mackenzie, Territorial Secretary to the Bengal 
Government, wrote an able memorandum exposing the evils of 
the system of inland duties. 2 He made the pregnant suggestion 
that ‘ the country might be relieved from the mischief of our 
inland customs without any very considerable sacrifice, at least 
if the salt duties in our western frontier were maintained ’. He 
also pointed out that a reorganization of the customs duties 
would more than make up the loss resulting from the aboli¬ 
tion of inland duties But the suggestion was not immediately 
taken up. 

In 1828 Lord William Bentinck deputed Trevelyan to report 
on the transit duties. Trevelyan attacked the whole system in 
his famous memorandum of 1833. Subsequently the viciousness of 
levying transit duties was exposed by several witnesses before 
the Select Committee of the House of Commons. Lord Ellen- 
borough, President of the Board of Control, attacked it in a lettei 
to the Chairman of the East India Company and enumerated 235 
articles, mostly of common domestic use, on which duties had 
to be paid. The Company’s Board of Directors were still un¬ 
convinced, but in spite of them, Lord Auckland in 1836 closed 
the inland custom houses in Bengal and abolished all towm duties. 
Lord Ellenborough, who succeeded Lord Auckland, finally put 
an end to the system in Bengal. Bombay immediately followed 
this example, and many other parts of India soon came into 
line. 

Madras. 

In Madras the transit duties survived longer. When British 
rule was first established, inland duties of all kinds were levied 
m the territories which later became the Madras Presidency, 
and almost everything came under that impost. The Fifth Report 
gives a telling account of the corruption and molestation that 
they involved, and of the most injurious results they had on trade 
and industry : 

The first rates were easy and the customs houses few, but in 
the general relaxation of authority prevailing in the Circnrs, this 
mode of raising revenue for the support of the Government was scan¬ 
dalously abused. In the course of a little time, new duties were 
introduced under the pretence of charitable and religious donations, 
and fees to the chowkidars or account-keepers, guards and other 
officers at the stations; as protection money to a zamindar or as a 

1 ibid. 2 Bengal Optum and Salt Consultations (1825). 

3 



34 


FEDERAL FINANCE IN INDIA 


present to those who farmed the duties. Not only had the duties 
been from time to time raised in their amount and multiplied in 
their number at the discretion of the zannndars and the renters under 
them, but they were at length levied at almost every stage and so 
on every successive transfer of property. 1 

In the Northern (Jircars, the duties charged were rahadan, or 
duties on merchandise, and panderi, or tax on shops, on retail mer¬ 
chants in towns and on temporary stalls erected during fairs or 
festivals. Sair was also charged on liquor-vendors and keepers of 
brothels. In some places marriages and other ceremonies also 
came under that impost. Fowzadari was the produce of fines 
and confiscations, chouth was a fourth of the sums litigated upon 
in the civil couits. Rents weie changed on palmyra trees on the 
coast, and on salt farms 2 Theie were also tolls to be paid all 
over the country, and travellers were molested in all possible 
ways. 

In 1803, these old inland duties were abolished, and in their 
place were oidained (l) a duty of 6 per cent, on all goods imported 
b y sea or land into the town of Madras, or produced within its 
limits; (2) a duty of 6 per cent, on all goods imported into or 
exported fiom the subordinate ports in non-British boats; (3) a 
duty of 6 per cent, on all goods imported or exported across the 
frontier; and (4) a general duty of 6 per cent, on goods imported 
into certain provincial towns or produced within theix limits. 
Goods belonging to the Company were exempted from duty. Thus 
some goods had to pay three separate duties successively, making 
an aggiegate of 18 per cent. 

The toll hitherto collected was ‘specific’, i e. regulated by 
the bullock-load or other measure; but under the new system it 
became ad valorem This was a very heavy burden upon such 
articles as cloth, which had now to pay nearly six times what 
they paid befoie. As a result, a laige numbei of weavers migrated 
to the Indian States or to the villages, where they had less 
duty to pay This did not in any way benefit the Government 
but hit the consumer as the price of goods went up. In 1806, on 
the recommendation of the Board of Revenue, the town duties 
were abandoned and the frontier duty was reduced to 5 per cent. 
As this resulted in a fall of the inland-customs revenue from Rs. 23 
lakhs to Rs. 10 lakhs, the town duty was revived in 1808, but 
it was restricted to the goods brought into the towns, leaving 
goods produced m, or taken out of, them duty-free. Further, 
goods that had already paid the frontier duty were exempted 
from the town duty Some of the weavers and other artisans 
who had formerly migrated from the towns were thus given an 
inducement to return to their old homes. 

Although the original intention of the Government was to levy 
the duties at the frontier and in the principal towns, many 

1 Fifth Report, vol II, p 10 3 ibid., p. 161 et seq. 
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subordinate chowkis soon arose all over the country, and as the 
Government found them a source of increased revenue, they were 
legalized by Regulation I of 1812, which remained in force for 
about 30 years. Under this Regulation a general duty of 5 per 
cent, on a fixed tariff valuation was levied on almost every article 
of consumption (except gram, cotton and cotton thread) imported 
by land, passing through or sold within the Madras territories. 
Having paid such duties goods could pass to any territory. 1 
When such goods came into the city of Madias, they had to pay 
a 6 per cent, duty, but if a certificate on stamped paper attesting 
the payment of the general inland duty was produced the goods 
were let olf on payment of the exit a one per cent 2 

Over and above this general duty there was a high consumption 
tax levied in Madras and all the principal towns on betel, tobacco, 
ganja, bhang and godack In some districts (Coimbatore, 
Madura, Tnchinopoly and Tanjore), it was levied not only in the 
towns but ui other inland chowkis also The rate of duty was 
never below 100 per cent. This was not levied in Kanara and 
Malabar, but in these districts there was a special duty (haulat) 
on pepper, betel-nut, cardamom and sandalwood. 3 This heavy 
taxation brought into the Treasury about Rs 31 lakhs annually 
till 1819 

At first the Government collected this revenue directly, but as 
the expenses of collection increased it was later farmed out to 
the highest bidder. 1 The sair peons and chowkidars who collected 
the duty for the Government were bad, but the renters were 
much worse. It was to stop the extortions of the chowkidars 
that the Board of Revenue recommended the farming system with 
the approval of Sir Thomas Munro, then Governor. But worse 
extortion resulted, when the renters came into possession of this 
valued right. However, the Government gained by the change. 
There was an increase of Rs. 10 lakhs in the customs revenue 
and a large decrease in the charges of collection. 

In 1835, a committee was appointed by the Government to 
inquire into the question of inland duties. The Committee 
pointed out that the inland duties were not mere transit 
duties but were mostly excises on consumption, and that in 
levying an excise of such wide scope, moie detailed instructions 
should have been drawn up by the Government for the guidance 
of tax-gatherers. They wrote : ‘ A system of universal excise, if 
administered by Government servants will always be a system of 
universal fraud on the revenue and exactions on the people, 
and if administered by farmers a system of grinding oppression, 
under which the payment of legal dues will form the lightest part 
of the burden.’ 5 

1 Regulation I of 1812 3 Regulation III of 1812 and Regulation II of 1817. 

* Regulation I of 1812. 

* Letter from the Board of Revenue, 23 February 1818 

8 Report of the Customs Commtttee (1836). 
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The Committee had repoits from Collectors describing the 
exorbitant demands to which the commercial classes were subject 
and showing how difficult it was for the Collectors to put an 
effective check on such transactions In some districts there were 
as many as 30 chowkis, and those who suffered the ordeal in 
those places had hardly any means of redress. Such articles of 
common use as onions, chillies, tamarind, coconut, coriander, 
garlic, ginger, mustard and pepper had to pay the duty. The 
Committee remarked : 

It appears doubtful whether any tax could be invented which 
would cause more universal vexation and distress, or strike more 
effectually at the root of industry, than the one under which such 
a system of interference is openly practised and avowed. It is not 
in the amount of duty that the grievance consists, it is the intolerable 
vexation that attends the collection of it. 

In conclusion the Committee recommended the complete 
abolition of the inland duties, and they were accordingly abolished 
by Act VI of 1844 In the previous year they yielded a revenue 
of Its. 30 lakhs. 

§2 Mottirpha 

Opinions differ as to whether moturpha was a part of sair or 
different from it. James Grant wrote in 1787 : ‘ Under the head 
" sayer revenue ” was also included a variety of taxes indefinite 
in their amount and vexatious in their nature called moturpha; 
they consist of imposts on houses, on the implements of agricul¬ 
ture, on looms, on merchants, on artificers and other professions 
and castes ’* Such a tax existed in most parts of India under 
that name or under some other name. In Bengal it was abolished 
in 1793 (except in one Fargana), 1 2 and in other provinces by 1844; 
but in Madras, moturpha and other professional taxes continued 
to be levied till the very end of the Company’s rule. Originally 
these taxes were collected along with land revenue, and later came 
to be considered as a profession tax 3 Under the local names, 
sornadayam and pulla puttada, the tax was levied m Arcot and 
the Ceded Districts on houses, bazaars, mandis, mills, oilmongers, 
weavers, indigo-makers, cloth-painters, shepherds, kolagaram 
(village weighman), and so forth. The scope and incidence of this 
tax varied from district to district and even from village to village. 

It was rated on income, being 2 to 4 per cent, and in some cases 
even 8 per cent. In Nellore, moturpha was levied on houses, 

1 Fijth Report, vol. II, p 10. 

2 It was discovered in 1870 that moturpha continued to be levied in some 
villages in Shahbad District, and brought m Rs. 178-4-2 Those villages were 
transferred from Ghazipur in 1819, but as moturpha had been abolished m the 
rest of Bengal before that date, it continued to be levied there, and no one took 
any notice of it. See Select Committee Report (1878), p 688. 

* Proceedings of the Board of Revenue, 29 August to 18 December 1814. 
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weavers, boatmen, palanquin-bearers, fishermen, goldsmiths, 
blacksmiths, cartmen, perfume-sellers, shopkeepers, tank-diggers, 
goldfinders, dyers, painters, gunny-makers, chucklers, sawyers, 
shepherds, oilmongers, ironmongers, shoemakers, potters, basket- 
makers, butchers, toddy-drawers, etc. 

Thus the scope of the tax was very wide : ‘ It is a poll-tax, 
a house-tax, a cattle-stall tax, and a caste-tax; the beggar is taxed 
because he is a beggar; the widow is taxed because she is 
destitute.’ 

The Board of Revenue gave much time and attention to 
a reform of this tax. It was realized that being virtually an 
income-tax, it should not be a fixed amount like the land revenue 
As the revenue from this tax was the largest in the Ceded 
Districts, a prolonged correspondence passed between the Board 
and the officers in charge of those districts Munro was the first 
to understand the nature of this tax. 1 There were three separate 
levies in those tracts the moturpha or profession tax, veesabuddy 
or tax on the income or profits of merchants and traders, and a 
tax on houses. 3 In Bellary the veesabuddy assessment was fixed 
for each taluk according to its population, production, consump¬ 
tion, trade, and the state of profit from trade and business, and 
the assessment was somewhat more than 10 per cent, of the 
aggregate gains. The merchants settled among themselves, by 
means of arbitrators, the relative proportion which each was to 
bear. They had to produce documentary evidence m support of 
their statements. Of course, differences of opinion arose between 
individual merchants, and the arbitrators had a very large part 
to play Moturpha was more difficult to assess It was supposed 
to be rated on the gains of each individual craft or profession, 
but in practice it was arbitrary. It was also difficult to assess 
these taxes according to the income of the year, and therefore 
assessment often became either too light or too heavy. 

From the beginning, the Collectors felt the need for legal 
sanctions for taxation. In 1818, a regulation was made prescrib¬ 
ing the mode of levying moturpha and veesabuddy , and this 
armed the Collectors with powers for punishing the frauds and 
correcting the abuses which occurred in the assessment of the 
tax. 3 It was also desired to incorporate the various imposts into 
one consolidated tax, but this was not easy. 4 

In Coimbatore and the West Coast, one of the articles subject 
to moturpha was tobacco. Soon after 1800, this tax was abolished, 
but a Government monopoly took its place. All cultivation of 
tobacco was prohibited except under licence. 5 This led to 

1 Munro’s letter, 16 August 1807 (Revenue Consultations, 4 February 1808) 

* Letter from the Collector of Bellary (Chaplin), 18 April 1812 In Cuddapah, 
a tax called bazabab was also levied, but it seems to have formed a subdivision 
of moturpha and was sometimes called Chtttur-moturpha 

* Regulation IV of 1818. * Letter dated 22 December 1812. 

* Regulations VII and VIII of 1811. 
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smuggling on such a large scale that troops had to be employed 
to deal with it. The tobacco monopoly was abolished in 1852. 

The question of moturpha formed the subject of correspondence 
between the Home Government and the authorities in India for 
about twelve years, and ‘ after an inexcusable delay on the part 
of the Madras authorities in furnishing the information which 
had been repeatedly called for,’ 1 the matter was seriously taken 
up after 1853 J. F. Thomas, Member of Council, recommended 
its abolition and pointed out that the resulting loss of revenue 
would be made good by the increasing prosperity of the non- 
agricultural classes. ‘ Their advancing wealth he wrote, ‘ would 
extend the market and enhance the value of all products of the 
land, and better prices would then be obtained by the ryot and 
greater stability he thus given to land revenue. 2 3 The other 
Members also agreed, but the Governor (Sir Henry Pottinger) 
advocated the letention of moturpha P The Governor-Geneial 
(Dalhousie), while condemning the tax as ‘ oppiessive, detestable’ 
and ‘indefensible m principle’, and while agreeing that it 
‘ should be abolished wholly and unreservedly ’, suggested, never¬ 
theless, that its abolition should be deferred in view of the actual 
financial condition of the Empire 1 The Court of Directors con¬ 
sidered the tax to be ‘ arbitrary, irregular and undefined, resting 
(except as regards the veesabudcly of the Ceded Districts) on no 
law, but merely on ancient usage, and thus affording to native 
officers employed in their collection ample opportunities of 
oppression and extortion, of which it is in evidence that they 
largely avail themselves ’ They also pointed out that the tax 
was ‘ confined to one Presidency, which is subject to at least as 
heavy a pressure of taxation as any other part of India, and even 
there whole districts and parts of distncts and particular classes 
of people are entirely exempt ’ r> They accordingly ordered its 
total abolition ‘ at such time and m such manner as may seem 
expedient ’. During the Mutiny, the Inspector-General of 
Ordnance advocated the immediate abolition of moturpha ‘ as a 
measure calculated to imbue the native soldiers with a full sense 
of the value of British rule and as tending to place the military 
system on a sound footing ’.° 

Moturpha was abolished in 1861, when the licence-tax was 
instituted, but that was not the end of it in Madras. Even to 
this day, moturpha survives in the municipal areas of the Presi¬ 
dency in the form of a graduated tax on arts, professions and 
callings. 


1 Dispatch from the Court of Directors to the Government of India in Cor¬ 

respondence relating to East India Affairs (1857!, p. 12 

3 Minute dated 23 April 1853 1 Minute dated 28 April 1853. 

* Minute dated 26 May 1853. 

' Correspondence relating to East India Affairs (1857), p 13. 

" Revenue Consultations, 30 November 1858 
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§3. Sea-Customs 

So long as a universal system of inland duties continued, no 
other non-agncultural tax had any chance of developing, but with 
the abandonment of transit duties between 1836 and 1844, such 
heads of revenue as sea-customs, salt, opium and abkan began 
to develop. We shall now proceed to trace the growth and 
administration of these taxes. 

Even m early British days, customs duties were a source of 
state revenue, but each presidency had its own customs regulation 
and organization. In Bengal this subject was administered by 
the Revenue Department till 1793, when it was tiansferred to the 
Commercial Department Regulation IX of ]810 systematized the 
customs tariff of the Presidency of Bengal Import and export 
duties were fixed at 5, 7£ and 10 per cent according to the 
nature of the goods. Articles like bullion and coin, horses and 
timber used for ship-building were exempted from the duty The 
exports of grain, precious stones and a few other articles were 
left free In 1811 heavier duties were imposed on goods carried 
in foreign ships engaged in expoit or import trade, and thus a 
preference was given to Bntish shipping At that time, the 
Navigation Acts had full swav in England In 1815 wmollens, 
metals, marine stores and other manufactured goods from the 
United Kingdom were declared duty-free provided they came in 
British-registered or Indian-built ships, but wines and spirits 
were subject to the normal duty These provisions gave an 
advantage to manufactured goods from Great Britain It must be 
said in fairness to the Company that attempts were also made 
to place British and Indian goods on the same footing. But it did 
not benefit Indian goods as the trade in, and the manufacture 
of, these goods were hampered by heavy inland duties and lack 
of transport facilities. Further, as was proved to the Select 
Committee of the House of Commons in 1832, the coasting trade 
of India was greatly discouraged. Raw silk exported from Bengal 
to Madras in a foreign bottom had to pay a duty of 31 per cent., 
but if exported to America in the same vessel it got a liberal 
refund. 

In 1836, when the inland duties were abolished, the customs 
tariff in Bengal was thoroughly revised. Fresh duties were 
imposed on several kinds of British goods; metals and marine stores 
had to pay 3 per cent, and woollens 2 per cent The duty on 
British cotton and silk piecegoods, cotton twist and yarn was raised 
from 2Y to 3^ per cent. All other articles had to pay 3J per cent. 
Products of foreign countries had to pay double the above 
rates. The export tariff was also revised and greatly simpli¬ 
fied, the number of enumerated articles having been reduced 
from 234 to 15, of which six were exempted from duty. In 
1843, the import duties raised at the northern and western land 
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frontiers of upper India were abolished, except those on salt and 
cotton. 

In Bombay, customs duties were very low until 1813 when 
the duty on imports in foreign vessels was raised from 3| to 
4£ per cent , and a higher duty was levied on foreign goods. 
The duty on expoits was fixed at 3£ per cent. In 1815 a pre¬ 
ference was given to British goods, somewhat on the lines of 
the preference given in Bengal. In 1827 the customs tariff was 
revised by a committee. 

The customs regulations of Madras were embodied in a code 
in 1803 which was based on earlier rules and regulations dating 
from 1784 A general duty of 6 per cent was fixed upon imports 
in British, Asiatic or American vessels and 8 per cent, if imported 
in ships belonging to other foreign nations. Several articles were 
allowed duty-free, and gram had to pay 3 per cent, if imported 
from outside the Bengal Presidency 1 On exports the duty was 6 
per cent, if sent in British, Asiatic or American vessels and 8 
per cent, if in other foreign vessels 2 In 1808 a duty of 5 per cent, 
was imposed on all grain imported into Madias by sea. In 1812, 
the general import duty on goods imported in British, American 
or Asiatic vessels was raised to 8 per cent. An export duty was 
also levied on goods going out of the subordinate ports. But at 
Madras only articles imported in foreign vessels were charged. 
Further modifications were made from time to time, and larger 
preferences were given to goods coming in British bottoms. 

A Committee of the Government of Tndia reported in 1836 
that the want of uniformity between the rates charged in the 
different parts of India was a great handicap to trade, and 
recommended the unification of the different customs tariffs. The 
loss resulting from the abandonment of the inland customs had 
also to be made good. Accordingly in 1845, the tanffs of the 
three presidencies were made uniform, but duties were still charged 
on goods coming from ports in other parts of India Imports of 
British goods were charged 5 per cent, if carried in British vessels 
and 10 per cent if in foreign vessels. Double these rates were 
charged on foreign goods in British vessels and four times, if 
carried in foreign vessels Wines and liquors had to pay a higher 
duty. 

In the meantime, the policy of free trade was being gradually 
adopted in England In 1846, the duties on corn, which formed 
the first target for the free traders’ attack, were abolished. In 
the same year the Company wrote to India urging the abolition of 
all export duties except on indigo, the abandonment of discrimi¬ 
natory duties as between goods imported in British and foreign 
vessels and the freeing of the port-to-port trade within the country 
from duties. In 1848 all duties on goods coming from other ports 


1 Regulation IX of 1803. 


3 Regulation X of 1803. 
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in India were abolished, and India became more or less a free 
trade unit. The preference given to goods carried in British vessels 
was also given up. In 1850, the coasting trade of India was 
thrown open to ships of all nations. But the export duties were 
not abolished. The total customs revenue of India in 1856-7 was 
Rs. 2-2 crores, of which nearly Re. 1 crore came from the duty 
on imported salt. 

§4 Salt Tax 

Being a tax handed down from time immemorial, the salt tax 
was levied by methods which varied troin province to province, 
and from district to district. 

In Bengal, salt was a Government monopoly from the days of 
Warren Hastings, who put into operation a scheme under which 
the salt-producing tracts were divided into separate agencies, each 
under a civil officer or agent working under instructions from a 
Comptroller at Calcutta The melanqts or salt-makers received 
annual advances from the agent binding them to deliver all then- 
salt to the Government at an agreed price The agent stored the 
salt and sold to wholesalers at prices fixed by the Government. In 
this transaction, a profit of about Re 1-8 per maund accrued to 
the Government. Cornwallis, in 1792, established the system of 
salt sales by public auction in Calcutta, and this resulted in a large 
increase of revenue He also made a set of regulations for the 
protection of the melangis, and this was embodied in a code, 
Regulation XXIX of 1793 

From the first, there was much opposition to this system 
of monopoly. Philip Francis attacked it and favoured free trade 
in salt. Parliamentary committees disapproved of it several 
times In 1832-3 Parliament conducted a searching inquiry into 
the salt duty in India. As a result, the monopoly was disap¬ 
proved, and other modes of collecting levenue from salt, namely 
an excise duty on salt manufactured in Bengal and a duty 
on importation, were suggested The excise was expensive to 
collect, but an import duty was much cheaper and more con¬ 
venient. The salt duty brought in a revenue of about 1)1,600,000 
annually, and to abolish the Government monopoly would have 
meant losing this large revenue. The Committee finally reported 
in 1836 that, although the salt monopoly was defective in many 
ways, the same amount of revenue could not be collected with 
equal security under any other system. They, however, recom¬ 
mended that the periodical auctions should be abolished and that 
the golas (stores) should be open for sale at all times, that the 
price to be charged should be the cost plus a fixed duty, that the 
importation of salt should be permitted, and that imported salt 
should be charged only the same duty as that charged on the 
Company’s salt. 

Most of the reforms suggested by the Committee had already 
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been given effect to by the Government of Bengal. A large import 
trade in salt had been growing since 1817. The auction sales 
were discontinued in 1836, and sales at fixed prices were made 
in unlimited quantities. The duty on foreign salt was fixed at 
Rg. 325 per 100 maunds, in 1836. Salt was allowed to be bonded 
under certain rules As imports increased, local manufacture 
diminished, and in 1848 the large salt agency of the Twenty-four 
Parganas was closed. 

Attempts were also made to substitute an excise duty for the 
existing system of Government manufacture. Several salt works 
were opened by companies, assisted by the Government. The 
system of private manufacture subject to an excise gradually grew, 
but salt manufacture by the indigenous process was prohibited. 
Importation also diminished for some years after 1850, and private 
manufacture was not ample Owing to the shortage thus caused, 
the Salt Board reopened the salt agency of the Twenty-four 
Parganas in 1855 and, while in the eastern portion salt was 
manufactured by the Government, in the western portion there 
was private manufacture. 

But the gospel of lawez-faire was growing popular The India 
Act of 1853 oiigmally contained a clause declining the continuance 
of salt monopoly to he unlawful, and the Court of Directors, read¬ 
ing the signs of the times, instituted an inquiry into the whole 
question. G Plowden, who came out as Salt Commissioner in 
1853, made an elaborate inquiry and reported in 1856 disapproving 
of the Government monopoly and commending the system of 
excise In the meantime, imports went on increasing and soon 
became the chief souice of supply in Bengal and Assam In 1854-5, 
the net revenue amounted to .-£1,418,800 

In the Madras Presidency, the richt of manufactuung and 
selling salt was at first farmed out The question of monopoly 
was first mooted m 1799, 1 but for some time a monopoly was 
considered impracticable by a majority of the Board of Revenue, 
and the collectors generally preferred an excise. However, the 
Government soon decided upon a monopoly on the Bengal model. 
In 1805 a Regulation 2 was passed establishing a monopoly in 
all parts of the presidency, except Malabar and Kanara, to which 
it was afterwards extended m 1807. The manufacture of salt was 
conducted exclusively on account of the Government, and the sale 
price was fixed at Rs 70 per garce, including duty and all costs 
of manufacture. In 1809, the price was raised to Rs. 105 but, 
as that was not found profitable, it was reduced to Rs. 50. In 
1844 inland duties in the presidency were abolished and, in order 
to make good the loss, the price of salt was raised to Re. 1-8 per 
maund or Rs. 180 per garce. Between 1850 and 1859, it was 
Re 1 per maund. Plowden criticized the salt monopoly of 

1 Letter of the Board of Revenue dated 2 September 1799. 

3 Regulation I of 1806 dated 18 September. 
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Madras and recommended that an excise duty should be substi¬ 
tuted; but nothing was done immediately to implement this 
suggestion. 

In the Bombay Presidency salt was obtained by evaporation, 
chiefly of sea-water. Some of the salt works belonged to the 
Government, and others were privately owned subject to a land 
rent. In 1823 it was proposed to establish a salt monopoly, but 
this was negatived by the Home Government. In 1836 the transit 
duties were abolished, and an excise duty of 8 annas per maund 
on salt was imposed together with an import duty of the same 
amount. This resulted in a loss to the Government, and therefore 
in 1844 both the excise and the import duty were raised to He. 1 
per maund But it was subsequently reduced to 12 annas The 
collection of the excise duty was made by the Collector of Customs 
in Gujarat and Konkan. In 1855 it came under a Commissioner 
who also looked after the customs revenue The total net revenue 
from salt in the Presidency in 1852-3 amounted to about Rs. 231- 
lakhs. Plowden agreed with the Government that an excise 
system was better than a monopoly He approved of the system 
in Bombay, but suggested that the Government should give up 
the manufacture of salt. 

In the North-Western Provinces salt came from the salt lakes 
in Rajputana, especially the fiambhar Lake. A customs line was 
maintained across the country in order to levy a duty on the 
salt passing into British India 1 In the Punjab salt came from 
the salt ranges, and here too a customs line was maintained in 
order to keep out the red salt from Peshawar. In British Burma 
there was both an excise duty on local salt and an mipiort duty 
on foreign salt. 2 

The salt revenue of British India in 1857-8 was 113,240,978, 
or about 10 per cent, of the total revenue Of this about 
111,000,000 was collected in Bengal and half that amount in 
Madras. The incidence of the tax varied from province to pro¬ 
vince. In 1858 the rates were as follows • Bengal, Rs 2-8 per 
maund; the North-Western Provinces, Oudh and the Punjab, 
Rs.2; Madras, 14 annas; and Bombay, 12 annas 

Repeated controversies raged both in India and in England 
regarding the justice of the salt monopoly Critics pointed out that 
it was anti-social to raise revenue on such a common article of 
consumption, and that it pressed heavily on the poor. The argu¬ 
ments on the other side were that the people of India had always 
been accustomed to such a tax and that it gave the Government a 
sure revenue with the least trouble and expense. In 1853 a 
resolution was passed in the House of Commons urging the aboli¬ 
tion of the duty, but the Government did not accept it in spite of 


* See ch xii. 

* Moral and Matenal Progress (1871-2), p. 89. 
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John Bright’s strictures against the tax as ‘ economically wrong 
and hideously cruel'. 

§5. Opium 

Next to land revenue, opium was the most productive source 
of revenue in 1858, and its problems were less intricate than those 
of land revenue. 

The opium revenue was raised by Government monopoly in 
Bengal and by an export duty m Bombay, and both methods were 
nearly of equal importance. The cultivation of the poppy was 
carried on in certain districts of Bengal tinder a system of advances. 
The crude opium was prepared for the market in Government 
factories and was sold by auction at Calcutta The difference 
between the cost ptiee of the opium and the auction price consti¬ 
tuted the revenue The opium exported from Bombay, called 
‘ Malwa opium came from the protected states of central India. 
The British Government had no control over the quantity pro¬ 
duced, but regulated its export by levying a heavy export duty. 
Most of the exports went to China 

As early as 18.'J8 the opium revenue came to Rs ‘2 crores. 
In spite of the distuibanee caused by the Chinese wars in 1839 
and 1847, the revenue went on increasing and amounted to Rs 5 
crores in 1855-6. After 1852, various changes were made in the 
opium policy, and the revenue fluctuated widely. According to 
Sir John Strachey, the absence of a settled policy was the cause 
of the fluctuations. The cultivation and sale of opium were made 
a Government monopoly soon after the British came into 
possession of Bengal At first it was managed on the contract 
system, but in 1799 it was found moie profitable to manage the 
trade directly through the agency of the Government’s own officers 
There were two such agencies in Bengal under European agents 
assisted by a large staff, and their work was supervised by the 
Board of Revenue. These agents entered into contracts annually 
with the cultivators, who were bound to deliver all their poppy 
juice at fixed prices. There was no compulsion to cultivate, but 
having stipulated with the agent, the ryot was bound to cultivate 
the full acreage stipulated for, and default meant heavy penalties. 
Opium was cultivated also in the Malwa states in central India, 
and in order to place this supply on an equal footing in respect 
of price a heavy duty was placed on Malwa opium at Bombay, 
its sole port. Up to 1842, the duty was only Rs. 125 per chest, 
but later it was raised to Rs. 400 in order to equalize the burden 
on the two categories of opium. 

There was considerable opposition to the Government monopoly 
of opium. In 1832-3 a Parliamentary Select Committee went 
into the matter, and pointed out its many blemishes, but could 
not discover any method by which revenue from opium could 
be raised more easily and efficiently. Further, as the duty was 
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eventually shifted on to the Chinese consumer, the question did not 
become very prominent in India. In England, however, it con¬ 
tinued to rouse the ire of humanitarians. John Bright said in 
Parliament that ‘ a more dreadful traffic or one more hideous in 
its results never existed except perhaps the transportation of 
Africans from their own country to the continent of America 

§6. Abhan 

Abkan was the excise duty imposed on the manufacture and 
sale of alcoholic liquors and intoxicating drugs in India. It 
existed in the days of the Hindu and Mohammedan rulers, and 
was farmed out to the highest biddei. The Company continued 
the same system, and the chief articles taxed were arrack and 
toddy. The Collectors administered this tax and issued licences 
to open shops. In Bengal, till 1829, the Collectors received a 
commission on the amount collected under abkan. When this 
was stopped, the collections fell of?. 

In the Madras Presidency, the exclusive privilege of manu¬ 
facturing and selling alcoholic liquors has always been farmed 
out. The Collector of each district, in consultation with the Board 
of Revenue, decided the places where the distillation and sale 
should take place and the retail prices of the liquors. In 1857 
the total excise revenue of British India was about Rs. 84 lakhs, 
of which Madras contributed about Rs. 30 lakhs. 

§7. Stamps 

The stamp duty was originally imposed to make up for the 
abolition of the old police tax. 1 At first stamped paper was needed 
mainly for legal proceedings, but later it became necessary for 
commercial transactions like bills of exchange, bonds, hand-notes 
and receipts. Deeds of land transfer had to be written on stamped 
paper. Thus, with the expansion of trade and business, the stamp 
duty became more and more productive and bade fair to become 
one of the most reliable of the secondary revenue heads. In 1857-8 
it contributed Rs 45'6 lakhs to the Treasury. 

§8. Miscellaneous 

Of the minor imposts that existed in the early days of British 
rule, one was a tax on pilgrims; but later on owing to opposition 
it was abolished. There was a capitation tax in Burma which in 
spite of opposition was continued down to quite recent times. 

Numerous other small imposts were levied in those days, and 
many of them were as unproductive as they were vexatious. Some 
went to the benefit of the village officers. When subsequently 

1 In Madras, however, the object was ' to discourage the preferring of liti¬ 
gious complaints 
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these officers came to be paid by the Government, the taxes were 
not all abolished. In the Madras Presidency many of them were 
giouped together under the head ‘ Small Farms and Licences 
Certain privileges like the measuring of gram and other articles, 
grazing cattle and so foith, were leased out to individuals for an 
annual payment. 

Similar taxes existed m other provinces also. The wheel-tax, 
i.e. a levy on carts was almost umveisal, and so were rahadari 
imposts, boat-tax, pulbandi (collection for the construction and 
repair of bridges), pushtabandi (for the const)action and repair of 
embankments), chowkidan (fund for the payment of village 
watchman), and many others 

Owing to the lack of adequate information, it is not possible 
to form any accurate estimate of the proceeds of these various taxes 
before 1858. 



CHAPTER IV 


THE GROWTH OF EXPENDITURE 
§1. Introductory 

The East India Company was essentially a commercial concern. 
Its sole business till 1765 was trade In that year an extensive 
territory came under its contiol, and it was soon forced to take 
up the duty of governing; hut trade still continued to be its major 
concern, and no attempt was made till 1813 to separate the 
political from the commercial accounts. The unpoits were not 
sufficient to pay for the exports, and the temtorial levenues of 
Bengal had to be used for the Company’s ‘ investments ’ in 
India and for carrying on warfare with hostile Indian powers. 
Until 1833 the Governor-General had a dual function to dis¬ 
charge. He had to manage a large trading concern on behalf of 
the Court of Directois. He had also to carry on wars and 
diplomatic negotiations on behalf of the Government of Great 
Britain. The Directors were principally interested in their profits 
from trade, and repeatedly insisted that part of the temtorial 
revenues should be used lor financing the exports from India. 
Certain amounts had also to be paid into the British exchequer, 
and several wars, in wdnch neither India nor the Company 
was interested, had to be financed from Indian revenues. As a 
result, the administration of India became a very difficult matter 
and several of the Governors-General had a rather unpleasant 
time. 

In 1833 the prune concern of Government in India became 
political, and the Company’s commercial preoccupations ceased. 
Thus finance was liberated from commerce, and a certain amount 
of order and system was introduced into the financial administra¬ 
tion. There was a Finance Department in Bengal from 1810, 
but it was subsidiary to the ‘ Territorial ’ or ‘ Public ’ Depart¬ 
ment. There was no separate Financial Secretariat till 1843. 
Each of the three presidencies had its own Accountant-General, 
and in 1834 the Accountant-General of Bengal became the 
Accountant-General of the Government of India. From 1846 this 
new post was held by the Financial Secretary, and for the pro¬ 
vince of Bengal a separate Accountant was appointed. From that 
time the heads of the accounts section in Bombay and Madras 
came to be called Accountants. Till 1858 there was no unified 
Finance Department. Lord Ellenborough 1 tried to introduce a 


* Governor-General, 1842-4. 
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regular budget system, but the Court of Directors did not want 
any drastic change. 

The Company’s accounts could not have been bad in early days, 
but subsequently, with the decline of the commercial side, the 
system of accounts seems to have deteriorated. The Company 
used a system of double entiy, but it was spoiled in later days 
by ‘ a vanety of obsolete entries and irrecoverable balances, and 
above all by a vast number of complicated and unnecessary mter- 
presidential .and inter-departmental payments and advances V 
There was no proper budgeting; and the audit was inefficient. 
According to Sir Charles Tievelyan, who was intimately acquaint¬ 
ed with the Company’s administration, ‘ The accounts were many 
years in arrear; they were nevei closed and certainly never audited 
and never looked up. It was mere red-tape and circumlocution 
and rubbish ’ 2 The result was that the normal state of the Indian 
finances was one of deficit. 3 

We shall now proceed to trace the causes of the increase of 
expenditure during the penod. 

§‘2. Defence 

The expenditure of the East India Company increased from 
£1,787,653 m 1765-6 (the year in which the Diwani was granted) 
to £39,570,998 m 1857-8, the year in which the Mutiny broke 
out. The revenue also increased correspondingly from £2,000,674 
to £31,706,776. Between these periods large extensions had 
taken place in the territorial jurisdiction of the Company, and the 
increase was largely due to them. But from 1833 territorial 
acquisitions had been comparatively unimportant, and even after 
that date revenue increased from £18 millions in 1832 to £31 
millions in 1857-8. This increase was due partly to the expansion 
of existing revenues and partly to the imposition of new taxes. 

The principal single head of expendituie in the period before 
1858, as now, was defence In 1856-7 the army and marine 
charges were responsible for about £15 millions out of a total 
expenditure of £31-9 millions—nearly 50 per cent. In 1857-8 
it rose to £21 millions, and in 1858-9 to £25'5 millions. Thus 
half the revenue of India was, even in normal years, spent for 
defence purposes. 

Erom the beginning till as late as 1894, separate armies were 
maintained by each of the three presidency Governments. The 
Madras army originated first, and grew on account of the wars 
with the French in the eighteenth century. It was composed 
mostly of Indian sepoys; the European soldiers were few and 
were mostly drawn from the ships. When Bengal later became 
the scene of fighting, a new army was formed there, and the 

1 Sir Charles Trevelyan’s budget statement, 1864, 

1 Select Committee Report (1873), p. 33. * Infra. 
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assumption of the Duoani by the Company made a standing army 
absolutely necessary. The Bombay army was at first small, but 
later, when wars broke out with the Marathas, the western presi¬ 
dency too was called upon to increase its military equipment. 
The Court of Directors, from the first, kept a firm control over 
these armies. 

In 1808 the strength of the three armies stood thus 1 



Europeans 

Indians 

Total 

Bengal 

7,000 

57,000 

64,000 

Madras 

11,000 

53,000 

64,000 

Bombay 

6,500 

20,000 

26,500 

Total 

24,500 

130,000 

154,500 


Of these, four regiments of cavalry and five battalions of 
infantry belonged to the British Government, whilst the remain¬ 
der, viz. three legnnents of Eutopean infantry, six battalions of 
artillery, 16 regiments of Indian cavalry and 118 battalions of 
Indian infantry, belonged to the Company 

Subsequently the numbers mcieased owing to the more 
extended warfare in central and northern India In 1856, on 
the eve of the Mutiny, the establishment of regular forces was 


as follows 2 

Bengal 

Madras 

Bombay 

Total 

Regiments . British cavalry 

2 

1 

1 

4 

Battalions • British infantry 

15 

3 

4 

22 

Company’s European infantry 
Battalions ■ Artillery (Euiopean 

. 3 

and 

3 

3 

9 

Native) 

. 12 

7 

5 

24 

Battalions : Native infantry 

74 

52 

29 

155 

Regiments • Native cavalry 

10 

8 

3 

21 


In addition to these, there were 18 regiments of what were 
called irregular cavalry in Bengal and a few in Bombay; and theie 
were local troops in Assam, Arakan and other places Altogether 
the Company had m its pay 347,351 men, of whom 45,522 were 
Europeans, 262,852 Indian and 38,977 Indian military police 3 
When the army increased in numbers, expenditure also 
increased. In 1765-6 the total military expenditure of all the 
presidencies was only £1,447,576. By 1793 the expenditure 
became £3 millions. By 1834-5 it had lisen to £7 millions and 
by 1846-7 to nearly £12 millions. After that it remained fairly 
stationary till the Mutiny. 

No doubt the increase in expenditure was mainly due to the 
increase in the territory under the Company, but various special 

1 G. Chesney, Indian Polity (1868), p 283 2 ibid., p 284 

* Report of the Royal Commission on Indian Expenditure (1900), vol IV, pp. 78 9 

4 
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causes contributed to it. One of these was the enhanced pro¬ 
portion of European tioops to Indian. At first the Indian army 
was mostly composed ot sepoys, but gradually the strength of 
the European tioops increased. In 1793 the proportion between 
the European and the Indian elements was 1 3*71; but by 1832-3 

it had changed to 1. I • 94. 1 Subsequently the Indian soldiers 
increased in number, and in the year following the Mutiny 
(1858-9), the Indian army was composed of 106,290 Europeans 
and 196,243 Indians There was great dilference of opinion among 
British administrators in India concerning the importance of the 
Euiopean element in the aimy, but it was gradually accepted as 
a settled fact. 2 

As the size of the European wing of the army increased, its 
pay and conditions of seivice were steadily improved in order that 
the right sort of men might be persuaded to join. Thus there 
aiose considerable dispanties between the pay and piospects of 
Euiopem and Indian troops. In 1830 the European cavalry in 
Bengal cost A.'100 per head, while the Indian cavalry cost only 
A'64; in the case of the aitillery, the cost was A‘61 and T28 res¬ 
pectively; and a similar diffeience existed in the matter of the 
infantry also When Sir Charles Napier was Commander-in- 
Chief, he considered the barrack accommodation very defective, 
and at Ins instance, broad and lofty buildings were constructed 
all over the Punjab The barracks in Calcutta and Allahabad were 
also substantially improved The Indian soldiers, however, had 
no barracks; they hutted themselves. 3 

The military charges of the year 1856-7 weie distributed as 
follows , 4 


Army in India 11,500,000 

Home charges . 1,990,000 

Military woiks (aveiage) 560,000 

Estimated contribution to military 
pensions fund (about) . 100,000 

Political charges (about) 100,000 

Total 14,250,000 


The charges in England were incurred on account of 
(1) furlough and pension allowances, (2) payments to Her 
Majesty’s Government on account of the Queen’s troops serving 
in India, (3) letinng pay, pensions, etc. of Her Majesty’s 
troop 8 > (4) passage of troops, (5) passage outfit of officers on the 

‘ See P N Banerjea, Indian Finance in the Days of the Company, pp. 352-60. 

lUlQ | PP 

' Seo Select Committee Report (1873), pp 1-2 
Report of the Royal Commission on Indian Expenditure, vol. IV, p, 78 
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staff, (6) charges of the recruiting depot at Warley, (7) the 
expenses of the Military College at Addiscombe and (8) pensions 
under the regulations of Lord Clive’s Fund. 

The East India Company maintained its own navy. It was 
created under the charters of Charles II and James II and was 
at first meant for defending its own possessions against interlopers 
This was necessaiy, because in those days the Royal Navy was 
unable to maintain a considerable force in eastern waters The 
Company’s force developed into the Bombay Fleet, and for long 
its expenses were met from the revenues of the Bombay Piesi- 
dency. Subsequently a royal force was established in Bengal, and 
the two forces were later amalgamated to form the Indian Navy. 
The function of the Navy changed from time to time Originally 
intended to waul off intetlopeis, it was later used to suppress 
piracy in the Aiabian Sea and m the Indian Ocean. Subsequently 
it co-operated with the Royal Navy in all the eastern expeditions 
of Britain. In 1857 the Indian Navy consisted of 24 steam 
vessels, 18 sailing ships, 19 river steamers and thiee surveying 
vessels. The total marine charges in the same yeai came to 
£2, 370,030, of which £558,207 was spent in Bombay 1 Part of 
this expenditure was due to the Mutiny, the average expenses of 
the Navy before the Mutiny may be put at £790,()()() 2 

The Company’s military and naval establishments seived not 
only the needs of India, but also the general interests of the 
British Empne in the East Thus the two wais with China 
(1839 and 1856) and the expeditions to Persia, Borneo and New 
Zealand were undertaken with the help of one or both of them, 
and the expenses were hugely borne fiom Indian revenues 

§3 Civil 

The civil expenditure of India increased almost as rapidly as the 
military; it rose from £400,000 in 1765 to £23,000,000 in 1857. 
This increase was due mainly to the giowtli of temtoiial charges 
and to the increase of adnnmstiativo maclnneiy as has been 
explained in the first chapter; but various other factors also 
contributed to it. 

An important cause of the growth ot civil chaiges was the 
employment of numerous lughly-paid officers At first the higher- 
officers were few and their salaries small. In 1744 a writer 
received only £5 per annum, factors £15, junior meichants 

1 Royal Commission on Indian Expenditure, pp. 114-5 

2 ibid , p 78. Several writers of the time recognized the wastefulness of the 
Government in this line I T Britchaid, Indian Administration (1869), vol 11, 
pp. 190-2, described the Navy as an establishment than which probably none more 
utterly useless was to be found within the limits of the British Empire and its 
dependencies 1 Costly military and naval establishments weie devomiug the 
resources of the Empiie The superfluous part of the one was an actual souice 
of danger to the state, the advantage derived from the other uas wholly out of 
proportion to its cost ’ 
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£30 and senior merchants £40. 1 But in those days the Com¬ 
pany’s servants were allowed to engage in private trade and to 
receive presents, and many of them retired with large fortunes. 
These practices were subsequently discouraged and they were 
expressly prohibited by the Regulating Act of 1773; to make up for 
the loss of income, the ollieers of the Company were allowed a 
commission out of the revenue collected. 

The Regulating Act raised the salaries of the superior officers 
of the Indian Government. The Governor-General’s salary was 
to be £25,000 per annum, and each member of the Council was 
to receive £10,000 Later, the salaiy of the Governor of Madras 
was fixed at £10,000 The salaries of Collectors and judges and 
other civil servants still remained low, and according to all 
accounts there was in those days a great deal of corruption among 
the officers of the Government, both high and low, Indian and 
European. 

Cornwallis was appalled by the conuption that was rife 
among his officers, he found that almost every Collector had been 
‘ deeply engaged in commerce ’ in the name of some relative or 
friend, and that this often made the Collectors 1 the most 
dangerous enemies of the Company’s interests and the greatest 
oppressors of the manufacturers ’ 2 He felt that higher salaries 
were necessary to induce able men to serve in a country where 
health was precanous and the temptations for corruption abundant. 
On his recommendation, therefore, the salaries of the civil servants 
were l.used, and it was laid down by an Act of Parliament in 1793 
that an officer would be eligible for a salary of £500 per annum, 
after three years’ residence, £1,500 after six years, £3,000 after 
nine yeais, and £4,000 after twelve years. Tn addition to this, 
every Collector received a commission of one per cent of the 
revenue collected in the distiict.’ 

Not was this the only way in which Cornwallis increased 
expenditure He not only raised salaries but increased the num¬ 
ber of offices by separating the judiciary from the executive and by 
replacing low-paid Indian officers by highly-paid European officers 
For performing higher judicial work in the districts, Cornwallis 
appointed a separate officer as judge Thus there came to be two 
highly-paid officers in every district in place of the one low-paid 
officer of the past. Till that tune, criminal justice was adminis¬ 
tered by Indian judges in the Indian way; the system was indeed 
tardy and sometimes unjust, but it was not expensive, whether 
to the Government or to the clients. Cornwallis dismissed all 

1 L. S S. O’Malley, The Indian Civil Service (1931), p. 9. 

‘ C Rosa, Correspondence of Marquis Cornwallis (1859), vol. I, p. 238 

5 A Collector in a fairly large district got from Rs 1,200 to Rb. 1,500 as 
salary and about Rs 2,000 as commission The highest commission that any 
Collector could get was fixed at Rs. 27,500, per annum. Liberty of private trade 
was allowed only to Commercial Residents and Agents See O'Malley, op. cit, 
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the Indian judges and transferred criminal jurisdiction to the newly- 
appointed civilian judges. 1 The zilla judges (as they then came 
to be called) thus became the senior officers in the districts, and 
a new system of judicial procedure was adopted. In order to 
induce them to be upright, a high salary ranging from Rb. 2,300 
to Rs. 3,000 per mensem was given to the judges. Thus the 
administration of justice became expensive, and the cost of litigation 
increased enormously 2 

The policy of displacing Indians was persisted in by the 
successors of Lord Cornwallis, especially Lord Wellesley. But 
Lord William Bentinck initiated a more liberal policy towards 
Indians, actuated as much by motives of economy as of equity, 
and thus effected a retrenchment which was sorely needed The 
Charter Act of 1833 laid down that no native of India should, 
by reason of his religion, place of birth, descent or colour, be 
disabled from holding any place, office, or employment under the 
Company. But this had no immediate effect in regard to the 
higher offices More munsiffs and sadr-amms were appointed, 
and the new post of deputy collector was created in 1837. As 
the salaries attached to these offices were comparatively low, there 
was some lightening of the financial burden. 

The exclusion of Indians from the higher grades of the service 
was hardly justified; for there was every indication that the 
few Indians employed as judges dischaiged their duties satisfac¬ 
torily. Sir Edward Ryan, Sir Erskine Perry, Sir Charles Treve¬ 
lyan and others, who held responsible positions in India, have 
given glowing reports of the integrity and capacity of the Indian 
judicial officers Their claims for higher piosts were repeatedly 
pressed before Parliamentary committees, but nothing came out 
of it at the time. 3 

Not only did the Company’s Government pay rather high 
salaries while their officers served m India, but also paid them 
munificent gratuities and pensions on retirement. Thus each of the 
Governors-General received an annuity of about £5,000, and 
Warren Hastings was given in addition his litigation expenses, 
which came to more than £71,000 4 


1 Sir Charles Trevelyan says that Lord Cornwallis 1 proceeded on a principle 
of mistrust and reduced the employment of natives to the lowest footing ’— Select 
Committee Report (1873), p. 61. Sir John Kaye suggests that it was rather 
‘ mistrust of the Europeans which deterred Cornwallis and his advisers from 
mixing up the two agencies in the general administration of the country '— History 
of the Administration of the East India Company (1863), p 420 

1 There still remained low-paid munsiffs and amins, but the highest salary 
received by an Indian officer in 1827 waa Rs 250 per mensem 

* For the views of Sir Edward Ryan and Sir Erskine Perry, see First Report 
on East India Affairs (House of Lords), 1853 For the views of Sir Charles 
Trevelyan, see the Select Committee Report (1878), p 67. Speaking of the 
Indian officers at Madras, he said • ' They show a solidity of character and 
a thoughtfulness which I have never seen exceeded in any people, European or 
Indian.' 

4 P N. Banerjea, op cit , pp. 382-3. 



54 


FEDERAL FINANCE IN INDIA 


§4 The Growth of the Public Debt 

Another important cause of the rise of public expenditure in 
India was the growth of the interest charges on the public debt. 
In modern times, a good portion of the public debt of India has 
been raised for productive purposes and the interest on it is paid 
from the income accruing from the undertakings But the public 
debt of India before 1858 was raised mostly for unproductive pur¬ 
poses like war Thus, as we shall see, every increase in the public 
debt was synchronous with some important war waged by the 
British Government in India. The genesis of the public debt is 
connected with the French wars in the south, but even after the 
many wais waged by Warren Hastings, the debt was only £2 
millions in 1779-80 Soon afterwards, wars broke out with Mysore, 
and the debt increased to nearly £8 millions by 1793 By 1799, 
after the thud Mysoie War. it had mounted up to £12-8 millions 
Then came the wars of Wellesley with the Marathas and others, 
and b\ 1809 the debt amounted to £30-8 millions For the next 
five years it remained stationary, as there was no warfare during 
that period, but with the outbreak of war with Nepal and the 
Marathas, a. large increase took place, and it stood at a little below 
£40 millions in 1819-20 Then followed a few prosperous years 
with the result that by 1823-4 the public debt was reduced by 
£5-2 millions. With the outbreak of the Burmese War, borrowing 
increased, and by 1828-9 the debt rose to £47’2 millions, of which 
£7-8 millions was floating debt Subsequently there was some 
improvement in revenues, and according to the terms arrived at 
when the Company retired from trade, a sum of £9-9 millions was 
paid out of the commercial assets of the Company to reduce the 
public debt In this way, the debt came down to £34 millions 
8oon there arose the wars with Afghanistan and the Sikhs, and the 
debt increased by leaps and bounds, bv 1842-3 it rose to £40-4 
millions and by 1848-9 it became £51 millions On the eve of 
the Mutiny the total debt of Tndia amounted to £59,441,052. 
Thus the debt increased thirty-fold in three-quarters of a 
century 

The great bulk of the public debt at the time was raised in 
India, and only a small portion in England. Out of the total 
debt of £59 - 4 millions in 1856-7, only £3 - 9 millions had been 
raised m England, the rest having been raised in India. At 
first the creditors even in Tndia were almost entirely Britons, but 
by 1857 a third of the Indian public debt was held by natives 
of the country. The interest on the debt raised in England was 
high during the Napoleonic Wars; it was 5 to 6 per cent in 1804 
and 1806, but subsequently it fell to 2J per cent., where it remained 
till the Mutiny. In India the interest rates ranged at first from 
6 to 12 per cent.; the usual rate wa.s 8 per cent., but later it came 
down to 4 and 5 per cent. 
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In this connexion some explanation is necessary as to the 
nature of the Company’s debt. Loans were raised partly for 
commercial purposes and partly for wars. These two categories 
of debt were not kept separate. The Company regarded its 
Indian possessions as an estate yielding an income Year after 
year the territorial revenues were used for the purchase of goods 
in India for export to England—transactions which were called 
‘ Investments ’ in the Company’s terminology—and the profits 
therefrom went to swell the dividend pavable to its shareholders. 1 
Warren Hastings and Wellesley complained about this system and 
showed that the demands for investments exceeded the resources 
of the country Owing to latge deficits in certain vears it was 
not possible to make provision for investments When the 
Company’s trade monopoly in India was abolished by the C'hartei 
Act of 1813, the commercial and tern tonal accounts of the 
Company were separated, and they were shown in the accounts 
under two separate heads. Even after that, certain items of 
expenditure which were definitely commercial were charged to the 
territorial account 

Tn 1834 the commeicial activities of the Company ceased 
altogether, and all its assets and liabilities weie transferred to the 
Government of India acting on behalf of the Crown. The Com¬ 
pany was given credit for its paid-up capital of .£6 millions, and 
the Government weie to pay a per cent dividend for the 

amount annually, i.e. £1130,000 This was to cease in 1874 when 
the Government of India were expected to redeem the stock by 
paving £12 millions A redemption fund was also started 

The arrangement was highly advantageous to the Company 
and to Great Britain; for a good portion of the debts and liabili¬ 
ties thus transferred could have been legitimately charged to the 
Company’s commercial assets or to the British exchequer 2 India 
gained least from the transaction. After deducting £2 millions 
for the redemption fund and paying liberal compensation to the 
commercial officers of the Company, there remained only just 
over £7 millions out of the assets of the Company, and this amount 
was employed for reducing the public debt The total payment 
of dividends on the Company’s stock amounted to £25’2 millions 
by 1874, and this, along with the amount of £12 millions needed 
for redemption of the stock, entailed a total cost of £37-2 millions. 
This burden had to be borne by the Indian taxpayer. 


1 P N. Banerjea, op cit., pp 24-5. The total amount of such investments 
during the 15 years, 1766-80, was £12 8 millions. 

8 See in this connexion a letter by Charles Grant dated 12 February 1883, 
which raised the question 1 whether the whole of the Company’s commercial pro¬ 
perty be not legally responsible for those debts and engagements which have been 
contracted in the Company's name for political and territorial purposes, and 
whether it will not continue so responsible even though the Company should be 
wholly deprived of their political powers and functions ’—Charier Papers (1833). 
p. 41. 
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Several of the wars and embroilments which swelled the public 
debt of India were undertaken, not in the interests of India, but 
either in the imperial interests of Britain or in the commercial 
interests of the Company. Thus the Afghan War and the two 
Buimese Wars entailed an expenditure of £29 millions, and the 
expeditions to China, Persia and Nepal cost about £6 millions. 
Ceylon, Singapore, Hongkong and Aden were acquired by the 
expenditure of Indian revenues. The Company’s commercial ex¬ 
peditions to different parts of Africa, China and the Straits 
Settlements were also undei taken with the territorial revenues of 
India, and the same resources wore utilized for keeping trading 
establishments in those parts Such diversion of funds for military 
and commercial commitments with winch India had no connexion 
was one of the potent causes of the frequent budget difficulties, 
and consequently of the piling up of debts described above. 
Many of the items of expenditure just mentioned ought to have 
been charged to the revenues of Great Britain or to the commercial 
assets of the Company. 

It must be said m fairness to the Company that its Directors 
repeatedly protested against the diversion of Indian revenues for 
extra-Indian purposes unconnected with Indian interests Thus 
m 1842, having regard to the fact that the Afghan War was 
resolved upon by the British Cabinet, the Court of Directors firmly 
resolved that ‘ the whole expense of the (Afghan) war ought not. 
to be thrown on the people of India, but that a part of it should 
be borne by the exchequer of the United Kingdom Tins reso¬ 
lution was communicated to the British Government by the 
Chairman of the Company, but it received little attention 1 John 
Bright, in the House of Commons, and Sir George Wingate, in a 
pamphlet written in 1859, inveighed against the injustice involved 
in such transactions 2 


§5 Home Charges 

Another cause of increased expenditure was the large disburse¬ 
ments made in England from time to time on account of expenses 
incurred there Reference has alieady been made to the annual 
‘ investments' of funds for financing the export trade of the 
Company, but this came to an end in 1814. The charges which 
we shall now consider were incurred on account of what are called 
the ‘ Home Charges ’. 

In the early days, such charges were meagre, but, as the 
administrative machinery in India expanded and as more and 
more English soldiers were recruited for the Indian army, the 
expenditure in England increased rapidly. From 1814-5 to 

1 Sixth Report of the Select Committee of the House of Commons (1853), anp . 
p 193 

5 Bright's speech on 1 August 1858, Major W-ngate, Our financial Relations 
with India (1859), pp 17-20 
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1828-9 the annual average of the Home Charges amounted only 
to about ,£1-7 millions. When the charter was renewed m 1833, 
an effort was made to reduce these charges, but instead of falling 
they increased to £2 millions By 1847-8 they had risen to 
£3 millions, and after a slight reduction for a time the amount 
rose to £3-7 millions in 1856-7. In 1857-8, the year of the Mutiny, 
the amount doubled itself 

The principal item of the Horne Charges was called ‘ Charges- 
General ’ and comprised the expenses of the Board of Control; the 
salaries of the Court of Dnectois and the cost of establishments 
at the Bast India House; the maintenance of Haileybury College 
and the military school at Addiscombe; charges for the recruit¬ 
ment, passage and outfit of British soldiers and British civil, 
military and ecclesiastical officers; pensions; and gratuities, law 
charges and postal payments to the Bntish Government 

No doubt a pait of the Home Charges was payment for services 
rendered, and such items as interest on debt and purchase of stores 
weie reasonable But the wdiole of the expenditure on several 
military items need not have been chaiged to the revenues of 
India. Hence the cutieism of Wingate and others that the Home 
Charges were a tribute from India to England. It is not necessary 
to discuss the point in this connexion, but one observation may, 
however, be made. E\ei_v item of the Home Charges may lie 
justified as legitimate remuneiation, and the whole charge may 
be justified as the price of peace and order in the country; but it 
will have to be conceded that such annual remittances had also un¬ 
desirable consequences The burden was inevitable, and the peace 
and security that British rule brought to the country largely made 
up for it. 


§6. The State of Chrome Deficit 

The result of enhanced expenditure was the frequent occurrence 
of deficits What with the wars waged against powers within and 
without the countiy, and the increase of administrative expendi¬ 
ture and Home Charges, the revenues of India were put to a 
severe strain from time to time. Till about 1800, the annual 
revenues were found fairly sufficient to meet the expenditure, but 
about that time an ambitious military policy w T as launched by the 
Indian Government, and this resulted in frequent deficits in the 
budget. In nine out of the ten years between 1798-9 and 1807-8, 
the budget was not balanced, and between 1803-4 and 1806-7 (both 
years inclusive) the deficit amounted to £17 millions on an average. 
Sir George Barlow and Lord Mmto were lovers of peace and 
economy, and as a result of their measures of retrenchment, the 
next five years showed a surplus. The war with Nepal and those 
with the Pindaris and the Marathas brought about deficits again. 
But after 1819 another period of improvement dawned, thanks to 
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the good offices of Lord Amherst. 1 But the Burmese War made 
matters worse, and there followed a long succession of deficits 
which totalled ^15-2 millions in seven years. The strain was 
greatest in 1827-8. This deficiency was met chiefly by loans raised 
in India and by advances fiom the commercial to territorial 
accounts in England A total of T‘22'8 millions had to be raised 
in this way 

It was at this juncture that Lord William Bentinck came out 
to mle India He effected a drastic retrenchment of expenditure, 
overhauled the whole Governmental machinery and repressed the 
tendencies to extravagance m the subordinate Governments. In 
this work lie received strong suppoit from the Court of Directors. 
The increasing employment of Indians m the services was a part 
of this policy 

The next important period of financial strain was between 
1838-9 and 1848-9, during which there was a deficit every year 
This was due chiefly to the war with Afghanistan and the cam¬ 
paigns in Sind, Gwalior and the Punjab The total deficit for 
the ten years from 1839-40 amounted to £50 millions The Govern¬ 
ment had to borrow for meeting this deficiency This was 
followed by a few moderately prosperous years There were 
deficits again in 1853-4 and 1854-5 But they were chiefly due to 
expenditure on public works of a remunerative character. The 
deficits swelled again during the Mutiny 2 

Thus the state of Indian finances was one of chronic deficit. 
If we take into consideration the period of 44 years from 1813-4 
to 1856-7, there were surpluses in 13 years and deficits in 31 The 
surpluses amounted only to £8-8 millions, while the deficits came 
to £62-9 millions Hence the remark of James Wilson that ' the 
normal state of the Indian finances was one of deficiency of 
income and addition to debt’ 3 As we shall see in the next 
chapter, the financial methods adopted in India were defective in 
many respects, and this was also partly responsible for the 
perpetual strain on the Indian finances. 

1 According to Sir Charles Trevelyan ' During the later years of Lord 
Amherst's administration, there was a perfect plethora of money; thev did not 
know what to do with it, and they actually sent a circular round to all the civil 
servants asking the amount of their debts, with a view to pay them off and to 
relieve them from debt ’—Select Committee Report (1873), p 21 

J See App A 

1 Financial Statement, 1860 See also I T Pritchard, Indian Administration 
(1869), vol. II, p. 190 ' India was in the condition of a country gentleman who 

had for vears neglected to look after his affairs; or if he had looked after them, 
he had done so in such a slipshod and unpractical manner that he had failed to 
realize the extent to which he was involved. So long as he had a balance at his 
banker’s available for current expenses, he cared not to inquire how his account 
was kept at credit Whether the money was realized by loans or mortgage of his 
property, he never paused to inquire ’ 
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THE CENTRAL GOVERNMENT AND THE PROVINCES, 

1838-58 

§1. Financial Control of the Supreme Government 

As shown m Chapter I, the financial control of the Governor- 
General in Council over the whole of Bntish India became 
legally complete in 1833. The revenues of India were thenceforth 
dealt with as a whole They were paid into the treasuries all 
over the country to the credit of the Governor-Geneial in Council 
Indeed the collection was made as before by officers of the pro¬ 
vincial Governments, but, those Governments did it only as agents 
of the supreme Government. Except for some small local cesses 
levied in certain provinces for loads, schools and other local needs, 
piovincial Governments became entirely dependent on the sums 
annually allotted for their expenditure bv the supreme Govern¬ 
ment They were expiesslv prevented by the Act from creating 
any new office and from increasing their establishments without 
the sanction of the Governor-General in Council 1 As ,T B. 
Noiton bluntly puts it' ‘Even the increase of a mpee a 

month to two sweepets needed the sanction of the eential 

Government ’ 2 

For carrying on such a minute control over the whole of the 
Indian Empire, the supreme Government had not the means; 
nor was such control possible in the circumstances of the country 
at the time The Governor-General in Council was not consti¬ 
tuted as a proper central Government. The supieme Government 
oiigmated from the Presidency of Bengal, and even after its 

designation was changed to ‘ the Governor-General ot India in 

Council ’, it continued to administer Bengal until a Lieutenant- 
Governor was appointed for the province in 1854 The Council 
of the Governor-General was drawn from the Bengal service, and 
this practice continued even after 1854. Thus it was that in those 
days the exercise of authority by the Governor-General appeared 
to the Governments of Madras and Bombay almost as if one presi¬ 
dency was trying to impose its will upon the others. 3 Things 
might have been different if the Secretariat of the Governor- 
General in Council had been recruited, as now, from the different 
provinces. This appears to have been the intention of Parliament 
in 1833 but, as Trevelyan points out, it was not possible to break 

1 Charter Act (1888), s 59. 

’ Topics for Indtan Statesmen (1858), p. 181 
Proceedings of the Madras Legislative Council, 17 February 1871. 
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the established tradition since the existing vested interests were 
too strong 1 Therefore, there was no member on the Council 
possessing local knowledge of the other presidencies. This defect 
was pointed out by many witnesses before the Joint Committee of 
the House of Lords in 1852, and the appointment of representatives 
from Madras and Bombay was the result. 

The circumstances of the country also made it difficult to con¬ 
trol the other provinces from Calcutta. India was then a con¬ 
geries of heterogeneous territories with only the common British 
allegiance to bind them together. The conditions of Madras and 
Bombay differed materially from those of the Gangetic plain, and 
they had little in common with Centtal India and the Punjab. 
The economic conditions were different and so were the revenue 
systems and social usages. Transport facilities were very limited, 
and it took several weeks for a letter fiom Calcutta to reach Madras 
or Bombay In such circumstances, effective supervision was out 
of the question As Sir Geoige Campbell puts it : 

Bombay and Madras are, as it. weto, the most distant horses 
of the coach which the Governor-General as coachman has under 
his command, heavily lutted, but which he has not a long-enough 
whip properly to reach, so that while they are prevented from 
going forward, they have every opportunity of jibbing and going 
backward a 

The result was ‘a petty, vexatious, meddling interference’, of 
the type against which the Court of Directois warned the supreme 
Government Several persons who held responsible posts in India 
gave evidence before the Pailiamentary Committee of 1852 on this 
matter According to their accounts, the system led neither to 
economy nor to efficiency A Madras official said • ‘ If the object 
was economy, perhaps it may not be irrelevant to make the 
remark, that as far as ever I had the means of judging, there 
was better economy practised in Madras than in Bengal.’ 3 As 
for efficiency, the same official said : * I have a strong impression 
that the rule which has taken away from the Madras Government 
the power of spending money without the sanction of Bengal is 
operating injuriously to public service.’ For the slightest change 
in expenditure, detailed explanations had to be given and numerous 
objections had to be answered and work was often held up for 
a long period of time, owing to delay in arriving at decisions. 4 
The length of Indian dispatches became proverbial. John Bright 
told Parliament in 1858 that a certain dispatch from India in 
1845 extended to 46,000 pages. 

1 Report 0 f the Select Committee of the House of Lords (1852), qq. 2828, 2850 
Select Committee Report , qq. 888-9 and q 784 

1 India As It May Be (1858), p 54. 

* Select Committee Report (1852), q 2845 also q. 2863 

* ibid , qq 2843-4, 2849. 
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§2. Trevelyan’s Estimate 

Such was the outcome of the Act of 1833. But it was not 
intended to be so, according to all accounts, and no one was more 
struck with this unexpected development than Sir Charles Treve¬ 
lyan, who returned to India in 1859 as Governor of Madras, after 
many years’ absence in England. 1 In one of the valuable minutes 
which he wiote during his shoit but memorable icgirne as 
Governor, he said : 

When 1 was in the secretariat at Calcutta T assisted Lord 
William Bentinck m taking the first timid, tentative steps towards 
the establishment of the control of the supreme Government after 
the Charter Act of 1833 had been passed, I also assisted m 
remoulding the constitution of the Indian Governments in 1853, 
it was not intended that the supreme Government should occupy 
the place which had previously been held by the local Governments, 
it is physically impossible that the real government of the whole 
of India can be carried on by one set of men from one place, and 
the result of the attempt has been to paralyse the local Governments 
without providing any effectual substitute for them. The south of 
India differs from the north, as much as France does from Germany 
or England, and if it had been intended that the detailed administra¬ 
tion of the south of India should be conducted at Calcutta, piovision 
would have been made for assisting the Governor-General in his 
secretariat and Executive Council with officers trained in the peculiai 
system of the south, the terms in common use, of ‘ subordinate 
and ‘ minor ’ presidencies, show how deeply the mistaken notion 
arising from the civilian councillors, and the seeretanes of the 
Governor-General, being taken exclusively from the Bengal Presi¬ 
dency has taken root ; according to the constitution of British India, 
there is one supreme general Government without any local charge, 
and several co-ordinate local Governments, but the practice has been 
very different. The Governor in Council of this presidency is the 
only representative of the authority of Government known to 22 
millions of Her Majesty’s subjects, and functionaries in this position 
have an instinctive feeling that it is better that they should do 
nothing than do that which would bring their authority into contempt. 
As the local Government cannot be superseded, it ought to be main¬ 
tained in all authority and honour. Again, infinite waste of 
invaluable time and strength has been caused by the following 
assumptions, upon which the supreme Government has habitually 
acted of late years. Firstly, that no arrangement should be made 
in reference to any part of India, which is not applicable to all 
the rest, and secondly, that pnma facte grounds exist, that whatever 
is applicable to northern India is equally applicable to the Madras 
und Bombay Presidencies. Progress is impossible if, besides proving 


‘Sir Charles Edward Trevelyan (of the Company’s Civil Service) was educated 
Hailey bury College and came out to India in 1826, became Under-Secretary 
to the Government of India in 1831; retired and was Assistant Secretary to the 
.treasury in England (1840-59), and did good service in the Irish famine. 
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that a measure is required for the Tamil, Telugu, Mnlayalam and 
Canarese people, or any of them, we have also to show that it is not 
unsuited to the Bengalees, and the countless millions inhabiting the 
great plains which extend from Bengal to Hindustan. The conse¬ 
quence of the other proposition is even more injurious to the public 
interest. 1 


§3 Unequal Treatment of the Provinces 

In a centralized system of finance, it is difficult to distribute 
funds equitably between the different provinces. Such a complaint 
was inevitable in those days owing to the intimate connexion 
between the Government of India and the Government of Bengal, 
but theie seem to have been good reasons for complaint. The 
needs of Bombay and Madras were not properly known at 
Calcutta, but the needs of Bengal and of the North-Western 
Provinces wcie well known to the imperial secretariat. Foi a 
long time Bengal civilians carried on the administration of all 
the territory on the Uppei Gangetie plain, and when the Punjab 
was conquered, it was at first administered under the immediate 
care of the Governor-Geneial 2 The Government of India naturally 
took a paternal interest in developing those new territories, and 
regarded with some impatience the requests of the two older presi¬ 
dencies for financial help. Hence the inequalities of treatment, 
of which complaints were repeatedly made in newspapers and 
official communications, and m the evidence before the Select 
Committees ot Paihament. 

That there were inequalities in the distribution of funds is 
pretty certain, but it is difficult to prove tins statistically, chiefly 
because of the faulty system of keeping accounts. Till 1858, the 
revenue and expenditure of the Government of India included also 
the revenue and expenditure of Bengal, and this makes it difficult 
to compare its income and expenditure with those of the presi¬ 
dencies Another cause of complication is the fact that the 
expenditure on the amnes of Bombay and Madras was debited to 
the accounts of the respective governments, whilst the expenditure 
of the Bengal aimy was debited to the account of the Government 
of India; and, as for the other provinces, they had little expendi¬ 
ture on that account. Nevertheless, the following table, showing 
the revenue and expenditure of the major provinces, will be of 
some use. 


1 Minute, 13 July 1859 

3 David Hill, of the Judicial and Financial Department of the India Office, 
said to the Select Committee of 1852 1 There is even moie sympathy for the 

North-Western Presidency as part of the Bengal territory, but with respect to 
Bombay and Madras, the officers of the Government of India take a pleasure in 
running them down.’ (q 3249) 



REVENUE AND EXPENDITURE OF THE MAJOR PROVINCES 



Note .—The expenditure debited to Bengal, Madras and Bombay includes also mill!ary expenditure 
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Although no exact statistical comparison is possible as to the 
financial position of the diffeient provinces, comparison of a 
general kind may be made. We will take Madras and the North- 
Western Provinces. These two provinces spent, in 1857-8, 
.-£6,485,755 and £‘2,820,080 respectively, but in order to make the 
figures comparable it is necessary to deduct the amounts spent for 
the army, which should not have been charged to any particular 
province. Madras spent 4*8,654,*251 for its army, but the North- 
Western Piovmces spent nothing on that account, being served by 
the ‘ Bengal auny ’ Thus the real expenditure on the two pro¬ 
vinces was . Madras .42,831,504 and the North-Western Provinces 
42,320,089. That is to say, assuming that the populations of 
Madras and of the North-Western Provinces were nearly equal, 
the expenditure pei head in the two provinces did not vary much. 
The way m which a vicious system of accounts veiled the true 
financial position of the various provinces is illustrated by the 
fact that while the expenditure on many imperial undertakings 
or oil the garrisoning of newly ceded territories was debited to 
the account of Madias, the lcvenue accruing from them was 
credited to the account of Bengal. Thus, the money spent on 
the Pinna and Burma expeditions came for the most part from 
Madras levenues, but the money received as a result of the expedi¬ 
tion was not credited to the account of Madras It. was mainly 
the Madras army that garrisoned Nagpur, the Southern Maratha 
country, the Tenasserim coast, Penang and Singajiore; but the 
revenues of all of them were credited to the Bengal account 1 

A comparison of the various items of civil expenditure will 
show how the different provinces fared under centralized adminis¬ 
tration The charges on civil and political establishments in 
1857-8 came to 4447,347 in Madras and 41,120,795 in the North- 
Western Provinces; and this is no wonder when we consider the 
unequal size of the districts and the unequal strength of the esta¬ 
blishments m the two provinces Medical expenditure also tells 
the same tale Whilst the North-Western Provinces spent 
439,902 for medical establishments in 1857, Madras spent only 
418,311. 2 

It was perhaps in the matter of public works that the 
southern presidency was most neglected It rs true that in 1857 
the expenditure on this account was nearly equal in Madras and 
the North-Western Provinces, but that does not indicate the extent 
of the past enterprise in the one province and the comparative 
neglect in the other. According to an elaborate statement given 
by a writer in the Calcutta Reviciv for 1851, we find that while 
Bengal and the North-Western Provinces spent If per cent, and 

per cent, respectively, of their funds on public works, Madras 
spent only | per cent of its funds, in the years 1837 to 1845. 


1 See Calcutta Review (1851), p 475 
1 P N Banerjea, op cit., pp 288-90 
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Thus the outlay on public works in Madras was, according to his 
estimate, only a fifth of that of the North-Western Provinces. 1 
No doubt this is an exaggerated view : the computation is vitiated 
by various errors. The true state of things can be seen from a 
statistical note published by Lieut.-Colonel W. H. Sykes, E R s , 
in the Journal of the Royal Statistical Society for 1851. 2 * * 5 It is 
clear that in the matter of roads and bridges, the Madras Presi¬ 
dency was comparatively neglected at the time Indeed it may 
be admitted that roads and railways had not in the southern 
presidency the same military significance that they had in northern 
India; none the less, they were equally essential to the functioning 
of economic life in Madras. No wonder that Madras was in a 
backward condition for a long time and was nicknamed the 
‘ benighted ’ presidency. Contemporary travellers noted a great 
difference between the metalled roads of northern India and the 
dirty, swampy, meandering tracks, few and far between, found in 
the Madras Presidency. It was recorded that the tracks of Madras 
were not d’stinguishable from the paddy fields through which they 
passed, and were altogether useless in the rainy season ’ 

Nor was finance the only sphere in which centralization intro¬ 
duced inequities; equally baneful were the results in legislation. 
The predominance of Bengal was, in legislation also, a source of 
unfairness to the other provinces. The codes drawn up in the 
Legislative Council at Calcutta were suited mainly to Bengal, 
perhaps to the greater part of northern India, but what about 
distant Madras and Bombay? Without realizing the wide diver¬ 
sities of the sub-continent, the Council went on making laws 
winch they knew would suit Bengal Proposals for legislative 
‘ projects ’ were sometimes sent up from the other provinces, but 
they were often so much modified that their original purpose was 
nearly defeated. In short, everything was to be brought to the 
standaid and pattern of Bengal. 

In such an environment, is it any wonder that inter-provincial 
jealousies arose and worked havoc 9 Such jealousies were given 
full vent in the columns of the provincial newspapers and m con¬ 
temporary Anglo-Indian writings. The authorities at Calcutta 
were so much obsessed watli the Bengal ideas that the adoption 
of any suggestion from Bombay or Madras was distasteful to 
them. At any rate such was the suspicion m the minds of the 
officers of the subordinate presidencies and this caused some lll- 
feeling at the time. Not only the Civil Seivice but the Army was 
invaded by these jealousies. When, during the Mutiny, the 8th 
Madras Cavalry refused to proceed and were disarmed, a high 
military official at Calcutta is reported to have said . ‘ Thank God ! 
There is a Madras regiment gone at last.’ When the Madras 

1 op. cit., pp. 446-8'2. Irrigation expenditure, being debited to land revenue, 

is not included in this calculation. 

* Journal of the Royal Statistical Society, March 1851, pp 45-7. 

1 Calcutta Review (1851), loc. cit. 

5 
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Splendid Rifle Corps were embarking, a Bengal officer, coming out 
in consequence of the rebellion, was heard to express a wish that 
the mutineers might give them a good thrashing. 1 It is surprising 
to find that provincial feeling was so extraordinarily bitter even at 
a time when the very existence of the British Empire in India 
was at stake. 


§ 4 . Proposals for Reform 

The Parliamentary Select Committee of 1852 made an 
elaborate inquiry into the administration of British territories in 
India. Several experienced officers from India gave evidence 
before it and brought out the evil consequences of centralizing all 
financial power at Calcutta and of keeping the two presidency 
Governments in a position of subordination. Lord Elphinstone 
said that the effect of the Act of 1833 on the subordinate 
presidencies had been ‘ upon the whole, very injurious ’. He 
added • ‘ I think it has lowered the character of those Govern¬ 
ments in public estimation, and dammed and depressed the zeal 
of public seivants under the presidencies.’ 2 Mr (later Sir John) 
Willoughby described the vexatious delays caused by centraliza¬ 
tion and the meticulous interference with details which shocked 
the provincial Governments. 3 Lord Lalhousie was criticized by 
certain witnesses for fettering the Madras Government, and 
although he denied it, he agreed that such a grievance existed. 4 

Among the remedies suggested to the Committee of 1852 was 
a acheme of decentralization which was very much like the one 
carried out by Lord Mayo in 1870. It was put forward by 
M’Pherson M’Leod, of the Madras Civil Service. He said : 

It would be better, with a view to economy, if a certain sum 
was allotted annually to the two presidencies, to be expended on 
public works; they would be more likely to make an economical 
use of that sum, if they were allowed to dispose of it as they 
thought best, than under the present system of sending every 
separate item to the supreme Government, by whom the details 
cannot possibly be understood, and who are as likely to sanction a 
useless project as a useful one The public interest would be better 
promoted by leaving the distribution of any sum which may be 
allotted to be expended on public works in the Madras Presidency 
as in the Bombay Presidency, entirely to the Government of the 
presidency, than by the supreme Government’s taking upon itself 
the direction in detail of the manner in which the sum is to be laid 
out. 5 The general control every one desired might be attained by 
fixing beforehand, for the expense of the year, a sum beyond which 
the provincial Governments should not be allowed to incur expense. 

. . . The extent of the power of the Governor-General to interfere 

1 3 B. Norton, op. cit , p 129 

1 Committee of the House of Commons, II June 1852 

' Evidence given on 27 May 1852. * J. B. Norton, op. cit. 

* Report of the Commtttee of the House of Commons (1852), q 2852 
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in provincial expenditure should be limited by the amount which 
was proposed to be incurred. 1 . . . Too free an action can hardly be 
given to the local Government in all matters of internal administra¬ 
tion. ... I think they are more capable of exercising the power 
efficiently and economically in such matters than the supreme 
Government can be. 2 

Parliament, however, did not change the constitutional position 
of the provincial Governments, but decided that representatives 
from Bombay and Madras should sit on the supreme Legislative 
Council. 

When the Government of India Act of 1858 was under con¬ 
sideration, John Bright made a vehement appeal for the decentra¬ 
lization of government m India ‘ What you want he said, ‘ is 
to decentralize your government. What would be thought if the 
whole of Europe were under one Governor who knew only the 
language of the Feejee Islands, and if his subordinates were like 
himself, only more intelligent than the inhabitants of the Feejee 
Islands are supposed to be ’ He therefore suggested the recon¬ 
stitution of India into five presidencies with headquarters at 
Calcutta, Madras, Bombay, Agra and Lahore, each with an open 
Council composed of Indian representatives 1 

At the same tune John Bruce Norton, the brilliant lawyer of 
Madras, put forward a suggestion for a fedeial system of govern¬ 
ment, the Government of India retaining defence, communica¬ 
tions, trade and other central subjects, and leaving each province 
to manage its own administrative, judicial and financial affairs, 
as was done by the Australian colonies at the time. 

§5. The Other Side of the Picture 

The suggestions of Bright and Norton mentioned above were 
indeed very clever, and they were much applauded at the time 
by publicists and even by responsible officers of Madras and 
Bombay But had those suggestions been given effect to, the 
subsequent history of India would have been very different from 
what it has been Before 1858, India was but a ‘ geogiaplucal 
expression and was only held together by the unified rule of the 
British Government. It was a conglomeration of races, languages, 
religions and cultures; there was no one Indian nationality. 
Mogul, Maratha and Sikh chieftains were fighting among them¬ 
selves; and while they fought, the common people were living in 
misery. What the country needed most was a powerful, unified 
rule, keeping every race and group m its place and giving them 
all free scope for economic and intellectual avocations. The 
economic life of the country was of a primitive kind. The prime 
essentials for economic progress weie wanting; there was no uniform 

1 ibid , q. 2897 2 ibid , q 2893 

* Speech in the House o£ Commons, 24 June 1858. 
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system of currency, or of weights and measures; and transport 
facilities were undeveloped To supply such agencies a powerful 
central authority was necessary • an authority that could impose 
its will upon the conflicting political and social interests of the 
country. Britain organized such a government with authority all 
over India, and from 1883 onwards, the political unity of India 
became more and more complete. Under Dalhousie rapid strides 
were made in the economic unification of India, but the fissiparous 
tendencies of the sub-continent were so powerful that a longer 
period of unified rule was essential for weakening them. 

Only a similar system of centiahzation has enabled the most 
powerful states of to-day to attain economic unity and political 
greatness. This is true of England, Fiance and Germany. At 
the time of the Noiman conquest, England was rent asunder 
by rival interests of all kinds and there was little political 
solidarity and no economic unity; but the Normans and Angevins, 
and the Tudois aftei them, established the authority of tlieir 
government all ovei the land, broke down clerical and baronial 
privileges, laid down the law firmly and applied it unflinchingly 
throughout the country. The same happened in Fiance under 
Louis XI and his successors, and such was the thoroughness of 
the centralization that, according to Charles Brunn, France gained 
1 her sense of national solidarity at a time when the rest of 
Europe was still in a state of flux and chaos ’- 1 

Even as in India, the agency used by the centralized govern¬ 
ment in England and France to enforce its will was a w r ell- 
diseiphned bureaucracy which controlled the local administration. 
The pillar of that bureaucracy was the sheriff in England and the 
prdfet in France. Maitland has tiuly said that the history of 
England could be brought under the lubric of the decline and 
fall of the sheriff. Under the Normans and Angevins, the sheriff 
carried out m the counties much of the work that the collector 
of early days did in lus district in India Till then the cential 
Government had little control over the counties, but after the 
appointment of the sheriff, the shires became mere administrative 
divisions of a unified state Like the Indian district officer, the 
sheriff effectively attended to the greater part of the administrative 
work of lus county and left little to be done by local self-governing 
institutions It was thus that administration became centralized 
and England became a unified and co-ordinated state The lule 
of the sheriff did not indeed last for long. Once national unity 
was becoming a reality, centralized administration became un¬ 
necessary. Owing to the stout opposition of Parliament to bureau¬ 
cratic control, the sheriff was deprived of much of Ins power, as 
early as the fifteenth century, he was supplanted by the Justice 
of the Peace, who, being a local magnate and receiving no salary 


1 C Brunn, Le Rigionahsme (1910). 
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from the Crown (unlike the sheriff), carried on local administration 
according to the ideas and interests of the local landed gentry. 
The administration was still efficient, because by the sixteenth 
century the people had become competent to look after their own 
local affairs and bureaucratic control was no longer essential. 1 

In Prance, however, the people remained long unprepared for 
such responsibilities. A succession of powerful kings kept up the 
bureaucracy and used it so well that parochial privileges were 
crushed, and thus there arose a most powerful state with a central¬ 
ized administration. Even aftei the Revolution, this centraliza¬ 
tion persisted, and the prdfrt still functions as the poweiful agent 
of the central (iovernment in the ddpurtcment and is still a strong 
medium of unified control 


§6. Conclusion 

The conclusion that is forced upon ns by the foregoing survey 
is that centralized government is generally necessary for develop¬ 
ing a state In India the expenence was unpleasant, but consider¬ 
ing the enormous diversity of conditions, the divergence of interests 
between the different paits of the country and the different sections 
of the people, and considering also the strength of the fissiparous 
tendencies and the unequal position of the constituent provinces, 
a rigid centralization was the most appropriate remedy foi evils 
vyhich became intolerable when the Mogul Empire broke up. It 
was necessary that a new and moie complete centralization should 
be established before India could pass on to a greater measure of 
local autonomy without disaster 

Edwyn Bevan has explained the significance of centralization 
with an appropriate analogy 2 

‘ A normal human body he says, ‘ is held together bv internal 
coherence, by the bones, bands and fibres of the organism, but when 
bones are dislocated or connecting fibres torn asunder, surgeons, I 
believe, sometime case the body in a hard frame of plaster of Paris 
or steel to hold it together till the gradual process of internal growth 
has joined the dislocated bones and knit up the torn fibres ’ Such 
a process has many disadvantages ‘ It is not the normal thing for 
a man to wear a steel frame, it is not beautiful, it is not comfort¬ 
able; it is calculated rather to cause considerable cutaneous irrita¬ 
tion; it hampers movement, and if the frame is a well-made one it 
is likely to be expensive, but in spite of all these drawbacks an 
abnormal dislocation of the body within is held to demand an 
abnormal constraint without ’ The whole gist of the argument is 
contained m this: ' A steel frame, in contrast with the natural free¬ 
dom of the body, is always an evil, but in contrast with the condition 
of the broken or dislocated body without it, it may be a necessary 
evil. ’ 

1 F ,T Goodnow, Comparative Administrative Law, vol I, pp. 162-5 
1 Indian Nationalism (1918), pp. 45-6. 
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Such, precisely, has been the achievement of the Indian 
imperial system. Centralization had all the merits and all the 
defects of the steel frame above described. It was inconvenient 
and irritating; and it, was expensive But at the same tune, it 
welded together the conflicting elements into an organic whole 
The strength of the centralized system enabled it to withstand 
the forces of disunion. Its financial control insured India against 
foreign aggression as well as against internal dissensions. Its 
legislative supremacy broke down the barriers of codes and customs 
between province and province. Above all, the common people 
of India came to feel that they were not only the members of a 
caste and a village community, but citizens of a vast common¬ 
wealth. 

Just like the steel flame, the need for centralization was bound 
to be temporary A properly unified Tndia has no need for a 
rigidly centralized administration, and m proportion as India 
became ttuly unified, the ngid legunen had to lie relaxed How 
this has actually been done, we shall see in the sequel. 
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THE NEW FINANCIAL SYSTEM 




CHAPTER VI 


FINANCIAL DIFFICULTIES, 1858-64 
§1. Financial Crisis, 1858-60 

The Mutiny brought about a grave financial crisis From 1853, 
the revenue and expenditure of the Government of India did not 
balance, and the accumulated deficits up to 1856-7 amounted to 
nearly £6 millions As James Wilson pointed out , the condition 
of Indian finance was already one of chronic deficit. The Mutiny 
involved abnormal expenditure, and the deficits mounted up to 
unprecedented heights For 1857-8, the deficit was £8 millions; 
for 1858-9 it was nearly .£14 millions; and a deficit of more than 
£10 millions was estimated for 1859-60, but it later turned out 
to be £9 millions Thus, in all, a deficiency of about £31 
millions had to be met The Government met it by borrowing, 
and the public debt of India, which stood at £59 millions in Apnl 
1857, rose to £98 millions by April I860, and the interest charge 
rose from £2-5 millions to £4'4 millions. 1 

The cause of this disequilibrium was, of course, the swollen 
military expenditure. Before the Mutiny the army was composed 
of 45,522 European soldiers and 294,153 Indian soldiers. In 1858 
the Europeans were 110,320 and the Indians 207,765. At that 
time, the cost of employing a European soldiei was about four 
times that of an Indian soldier, and therefore the total ex¬ 
penditure on the army rose from £11-5 millions in 1856-7 to £21 
millions in 1858-9, 2 exclusive of expenditure in England which 
had also increased m the meantime. The total expenditure of 
the army in England and India came to £25 millions in 1858-9 
The Government of India went on borrowing to meet the extra 
expenditure. It was felt that a drastic retrenchment was neces¬ 
sary, especially of the military charges, but no one was bold 
enough to venture on such an unpleasant task. Sir Bartle Frere 
wrote in 1859 : ‘ Out here, there seems no one connected with 
the supreme Government who has any definite plan of finance . . . 
and nothing could be more unworthy of a great Government than 
the haphazard way in which we have drifted in finance.’ 3 How¬ 
ever, a Military Finance Commission of three members, one from 
each presidency, was appointed early in 1859 and was charged 
with the difficult task of finding means of reducing military ex¬ 
penditure. The Commission soon examined the details of military 

1 Financial Statement, 18 February 1860 
a Parliamentary Paper C. 364 of 1862, p 10. 

* Letter to H. D. Seymour, J. Martmeau, op. cit , vol. I, p. 299. 
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charges and suggested economies, and by 1859-60 military expendi¬ 
ture was reduced to about .£20 millions. 

Su Charles Wood, Secretary of State, fully realized the 
situation and sent out to India, as Finance Member, the Rt. 
Hon Janies Wilson, M.P., a financier of great reputation, then 
holding the office of Vice-President, of the Board of Trade. 1 * * He 
arrived in India at the end of November 1859 and from that time 
he was haid at woik until he died eight months later. 

Wilson soon became convinced that the Government had 
borrowed too freely and that financial equilibrium could only be 
restored by drastic retrenchment, and enhanced taxation. He un¬ 
equivocally condemned the ‘ resort to the miserable, disreputable 
expediency of continuing to borrow nr time of peace ’. ‘ Loans 

may be justified he said, ‘ in time of war, and as the consequence 
of war for a year after, but even then, they should not be exclu¬ 
sively relied upon But the theory of borrowing during war 
involves the necessity of some effort to reduce it in time of peace, 
but if instead of this, we are to continue to rely upon loans still 
m times of peace, wh.it will our debts soon be? Wheie will be 
our credit 

ij2. New Taxes 

Effoits bad been made, even before the arrival of Wilson, to 
increase the tax revenue In 1858, the duty on Malwa opium 
was doubled and the salt tax was increased. In 1859, import 
duties on goods like tea, coffee, tobacco, spices, grocery and pro¬ 
visions were laised to 20 per cent ad valorem, and specific duties 
on approximately the same level were levied on beer, wines and 
spirits All uneiimnerated articles paid 5 per cent ad valorem, 
and this included cotton piece-goods The expoit. duties on 
tobacco and silk were abolished, hut the duty on grain was raised 
from a half-anna per maund to two annas The inter-provincial 
differences in customs tariffs were swept away m that year J 

In March 1859, the Government of India proposed to raise 
a tax on tobacco by means of a cultivation licence. 4 This evoked 
from the Government of Madras the first of a series of protests 
which made the brief governorship of Sir Hilaries Trevelyan 
unique Trevelyan wrote in one of his piquant minutes that the 
objections to the scheme of a tax upon tobacco were so grave and 
decisive that it would be a waste of time to discuss it- 5 

1 .Tames Wilson (1805-00) began his caieer as a businessman Subsequently he 

wrote several books, and established the well-known weekly newspaper, The 
Economist He w T as M P from 1847 to 1859 and held office as Joint Secretary of 
the Board of Control (1848-52), Fmanual Secretary to the Tieasury (1858-8), 
Vire-riesident of the Board of Trade and Paymaster-General (1859). In 1859 he 
was made a Privy Councillor 

1 Financial Statement, February 1860 * Act VII of 1859. 

* Letter to Madras, 21 March 1859. 

5 Minute, 10 June 1859 See also Board of Revenue’s letter to the Madras 
Government, 21 April 1859 
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About the same time, the Government of India also proposed 
to the Madras Government that the salt duty should be enhanced 
by 8 annas per maund To this also the Government of Madras 
objected. ‘ The salt tax is of the nature of a poll tax,’ wrote 
Trevelyan, ‘ and it is already so heavy that the labouring popu¬ 
lation, who form the bulk of the consumers and consequently of 
the taxpayers, are unable to provide a sufficient supply for them¬ 
selves and their families.’ 1 11 Trevelyan also held, and in this he 
had the support of two of Ins councillors, that laising the salt tax 
would reduce consumption and that ‘ the best financial arrangement 
would be to lower the tax ’. The salt revenue could be increased 
by the establishment of new dejiols and by a more rigid enforce¬ 
ment of collection The following timely advice was also given 
by Trevelyan to the Government of India on (his occasion. 

I am convinced [he said] from a long and a large experience 
of Indian affairs . . . that the present financial exigency might 
be overcome in two or three w r ays, by reduction of expenditure com¬ 
bined with various measures of good adimnisfration. Instead, there¬ 
fore, of exhausting our ingenuity m devising new taxes and raising 
new loans, I recommend that we apply ourselves in serious sober 
earnest to reducing expenditure, main large items of which arc 
capable of being immediately acted upon and to rendering the large 
balances in the treasuries more available . We, ought not to 

increase the burdens of mil Indian fellow-subjects until it has been 
clearly ascertained that the object cannot be effected by the January 
and more legitimate mode of reduction of expendituie This is 
especially due to the people of the south of Tndia, who, so far from 
having added to our embarrassments and losses bv rising against us, 
have given us noble support, and have contnbuted throughout an 
increasing amount of revenue . The gulf of northern expenditure 
ought to be speedily fathomed in justice to the rest of India, else, 
our taxation will be indefinitely increased and our most indispensable 
public works, military as well as civil, will continue to he postponed 
or rejected . 3 

The proposal for a tobacco tax was dropped, but the duty on 
salt was pnt np m 186], at rates varying from province to 
province 3 

The Government of India were, from the first, reluctant to 
raise direct taxes; but having been foiled in the attempt at raising 
a tobacco tax, and as the financial jiosition still remained bad, 
the Government made an attempt at direct taxation In August 
1859, H. B. Harrington introduced a bill for a licence tax on 
trades and professions Tins produced another protest from the 

1 Minute, 10 .Tune 1859 (C 339 of 1862) 

1 10 June 1859 On being asked by the supreme Government what his ideas 
were about the reduction of expenditure, Trevelyan wrote a long minute on 

11 July 1859 urging the reduction of military charges and decentralization of 
administration See Select Committee Report (1873), pp 115-16. 

* P N. Bannerjea, Indian Taxation, pp 278-9 
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Government of Madras, and this time one from the Government of 
Bombay also. The central Government had asked for the opinion 
on this bill of a few selected officers in each presidency. Accord¬ 
ingly the Government of Madras consulted fifteen experienced 
officers, most of whom considered the proposal impolitic, and 
feared that ‘ distrust, dissatisfaction, discontent, uneasiness, alarm 
and disaffection ’ might result from the proposed tax. The prin¬ 
cipal objection was that the tax would be of an inquisitorial nature. 
Trevelyan wrote : 

This lax would again cover the country with a swarm of ill-paid, 
ill-superintended native subordinates with duties so favourable to 
underhand exaction that it would be impossible to prevent them 
from preying upon the people. The experience I have had of the 
want of principle in making the returns to the income-tax even in 
England makes me exceedingly dread the introduction of such an 
element of immorality and extortion in this heathen country . 1 

Another reason hi ought forward was that the moturpha and 
versabuddn taxes had already become so unpopular that any new 
tax falling on the same classes was likely to cause disaffection 
Mr (afterwards Sir) William Robinson objected to the proposal on 
grounds of jiolitical safety. 

Our political safety in India [he wrote] depends, in no small 
degree, on our taking no measures that tend to unite the now suffi¬ 
ciently dislocated interest, feelings and objects of its various 
population. Why then give the mahajan of the North-West Pro¬ 
vinces, the pandit, etc. of Benares, the sahular of Bombay, the 
Brahmin moneylender of Tanjore, and the moplah trader of Malabar 
a common war cry, by a sudden simultaneous general legislation of 
an unpopular character 9 . . Legislation in India should be several; 
localized feeling and interest should be fostered and taxation espe¬ 
cially should vary in character in different parts of the country, and 
for the different populations, accoiding to their respective circum¬ 
stances and feelings 2 

At this stage Wilson arrived, and on Ins advice the bill was 
abandoned However, a licence tax had already been imposed 
by executive order in some of the northern provinces, and the 
assessment m the Punjab was at the rate of 3 per cent, on incomes 
below Rs. 2,000.® But as its legality was later questioned, it 
was also eventually given up. 

§3. Wilson’s Taxation Proposals 

On 18 February, hardly three months after his arrival in 
India, Wilson presented his first and only budget. It was a 
masterly survey of the financial situation and contained practical 
proposals for restoring financial equilibrium in India. A wrong 

' Minute, 1 December 1ft59 1 Memorandum, ft 'November 1859. 

* Moral and Material Progress (1859-60) 
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balance-sheet published in September 1859 had created the im¬ 
pression, especially in England, that the ‘ neck of our financial 
difficulties had been broken Wilson destroyed that illusion and 
exposed the real state of India’s finances. At the same tune, he 
expressed great confidence in the resources of the country and the 
capacity of the people to develop them. 

A richer soil, a finer climate, a more illustrious, active and 
frugal, and 1 will add, docile, population it would be difficult to find 
anywhere. . . I have seen many European countries, but I have 
seen none at once so striking, so wonderful, so interesting. The 
nearest comparison I could make would be a Belgium upon an im¬ 
mensely enlarged scale You have the same unlieut magnificent 
cities, with their narrow streets, their thronged population, their 
splendid public buildings, the relicts of decayed dynasties and the 
active bustle of trade at every corner, but what is more important 
and more to our present purpose, you have the same expansive plains, 
with Alpine mountains in the far distance, affording sanitarium for 
the people and a climate for new varieties of productions, you have 
large rivers and magnificent canals irrigating the country, the same 
careful husbandry with cultivation up to the roadside, and the same 
teeming population, all bent on active and profitable pursuits, you 
have the same thrifty and economical habits. T never saw gieatei 

signs of industrial vitality, all full of promise of future prosperity. 

Wilson also had great hopes of trade expansion. 

Almost everything she [India] produces is in constant and 
boundless demand in Europe and almost every article of importance 
required in Europe is to be found increasing in India, so varied 
are her products Sir, in this fact there is great security for the 
future. 

Nor was taxation too heavy. While the burden of taxation 
in England per head of population was T9 3.s\, the burden was 
only 5*' per head m India, even it land revenue were included 

Thus it was clear to Wilson that the taxable capacity of the 
lountry was not exhausted. But befoie tapping it fuithei, all 
avenues to economy must be explored, magnum est vectigal parsi- 
moma 1 He therefore took a keen interest in the deliberations of 
the Military Finance Commission and widened its terms of refer¬ 
ence. But retrenchment must take time, and however drastic it 
might be, fresh taxation was necessary to restore the financial 
equilibrium. He therefore decided that new taxes were essential, 
but must be imposed carefully with due regard to three great 
principles viz. that whatever taxation is levied (1) must be borne 
by every class of the community, European or Indian, official or 
non-official; (2) should be in conformity with sound financial and 
commercial policy; and (A) must be imposed with scrupulous 
iegavd for the religious views of the people. As for the fast 
point, he satisfied himself from the beginning by a reference to 


1 ’ Economy is a great source of revenue '—Ciceio. 
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the Dliarmasastras. According to Manu, even a 20 per cent, 
income-tax on profit was not exorbitant. 1 

Wilson’s chief taxation proposals were . (1) revision of 
customs duties, (2) a tax on incomes, (3) a licence duty on trades, 
and (4) a tax on home-glown tobacco. The first measure was not 
intended for increasing revenue, but for reconstructing the tariff in 
accordance with what Wilson considered to be sound economic 
theory. He ieduced import duties from 20 per cent to 10 per cent., 
except in the case of beet, spirits, wines and tobacco. On the 
other hand, the duties on cotton thread, twist and yarn were raised 
to 10 per cent The oxjxiit duty on sallpotie was increased to 
Rs 2 per nuuind He also placed mote articles in the free list 
among lrujKirts wool, flax, maps, punts, and woiks of art, and 
among expoils wool, flax, jute, hides, tea and coffee. He 
explained the reason why many exports were placed m the free 
list ‘ As a geneial mle when the products of our soil have to find 
a loieign maiket and in cases in which they enter into competition 
with those of othei countnes, the duett effect of export duties must 
be to place oni pioducts m those countries at a disadvantage with 
then loieign tompetitois: in point ot fact, it cannot be denied that 
m such cases an expoit duty falls chiefly ujxm the producer who 
cultivates the aiticle ’ He was particularly anxious to encourage 
the exportation of jute, tea, hemp and hides, many of which were 
competing m the English maiket with pioducts fiom foreign 
countnes 

The two principal measures proposed by Wilson for increasing 
revenue were a tax on incomes above lis 200, and a licence duty 
on tiades and professions He agreed with Burke that it was as 
difficult to tax and to please as il was to love and be wise. But 
fresh taxation was essential foi meeting the deficits. However, 
he did not want to introduce any jieimanent taxes These two 
taxes weie to be temporary Foi the pm pose of this tax, incomes 
were to be classified under four schedules (!) lands and houses; 
(2) tiades and piol'essions, (3) dividends and annuities; and (4) 
salaries Eiconies above its. 200 and below Rs 500 were to be 
charged at the late ot 2 pei cent and higher incomes at 4 per 
cent. Of tins latter 1 per cent was to be appropriated for repro¬ 
ductive local works Exemptions were to be allowed for property 
used for religious or charitable purposes and to subordinate mili¬ 
tary or police officers. Ryots paying less than Rs. 600 as land 
revenue or as rent weie also exempted. 2 

The licence tax proposed was a c ounteipart ot the income-tax. 
It was a tax on arts, tiades and dealings. Wilson wanted to 
make it universal, but the Select Committee decided to exempt 

' Wilson made an interesting comment in this connexion ; 1 I should imagine’, 
ho said, that the revenue laws of ancient Hindus must have been suggested to 
the sacred compiler by some very needy finance minister of the day ’ (Financial 
Statement, 1SC0) 1 g 13 Q 
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persons paying income-tax. Thus, while the larger incomes were 
to be tapped by the income-tax, the smaller were to be reached 
by the licence tax. 


§4. Trevelyan’s Opposition 

Owing to repeated protests from the presidency Governments 
on various measures contemplated by the Government pieviously, it 
was thought advisable to consult those Governments on the new 
taxation proposals; 1 and accordingly confidential letters weie sent 
explaining ‘ the exigency of the circumstances under which the 
decision of the supieme Government had been foimed ’ While 
it was hoped to reduce the expenditiuc timber, fresh taxation 
could not be avoided 2 The Madras Government, asking foi 
sufficient time, telegraphed . 

As this Government is responsible tor tin* adinimstiation of 
the south of India, including the maintenance of tianquillity, it is 
indispensable that the Goveinoi m Count il should have an opportu¬ 
nity of considering and expressing their opinion upon measures of 
such great importance as the proposed income, licence and tobacco 
taxes. We relv upon sufficient time being allowed tor tins 
purpose. 1 

On 26 March, the Madras Government transmitted to Calcutta 
minutes recoided by the Governoi in Council, completely dis¬ 
approving of the taxation projxisals In Ins minute of 20 March 
I860, Trevelyan made a detailed cnticisin of Wilson’s statement, 
and emphatically expiessed lus opinion that the deficits were 
overestimated, that the ieduction of expenditiuc was not sufficient 
and that retrenchment must be the principal weapon for fighting 
the deficits He also pointed out that the reduction of the 
import tariff from 20 per vent, to 10 ]>ei cent, on the pnncipal 
aiticles of European consumption m the eountiy was done 1 in 
the interests of the luling classes’, and warned the Govern¬ 
ment against the consequences of the introduction of an alien 
system of taxation, unsmted to the conditions of the country. 
The Government of India characterized this minute as ‘ a produc¬ 
tion which might well have appeared in a hostile newspaper or 
have proceeded from an avowed leader of opposition to the Queen’s 
Government 

No doubt, Wilson was moving too fast, but it, was not correct 
to say that the new taxes lie had introduced were alien ‘ There 
is no part of Mr Wilson’s plans’, wiote Sir Bartle Fiere, ‘that 


1 Letter to Sir Charles Wood, 9 March I860 

* Letter from the Government of India, 9 March 1860 The correspondence 
referred to in this section may be seen in the Dispatch to the Secretaiy of State 
on the Recall of Sir Charles Trevelyan, KCB (Pari Paper Cd 181 of 1860, 
vol. XLIX) 

* Telegram, 16 March 1860 


To Sir Charles Wood, 17 April 1860 
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might not have had a place under a different name m any scheme 
of Akbar’s; no single tax which is at this present moment not levied 
by almost any independent Indian state when in difficulties. 11 
Direct taxation was levied in India from time immemorial. Sair, 
moiurpha and vccsabuddy were all direct taxes, and the last-named 
was a lough income-tax as shown above. Trevelyan must have 
known this. About twenty years previously, he had made an 
inquiry into inland duties, and as Governoi of Madras he was 
still responsible for the collection of iiwturpha and veesabuddy. 
Indeed they were to assume new and unfamiliar foims, and it was 
pm haps inopportune to mciease taxation so soon after the Mutiny; 
but that was not the point stressed J D Maltby, a Member of 
the Madras Government, realized this better. He wrote : 

It appears to me that an income-tax can only be earned out 
effectively in a country wlieie the Government and the people are 
on a thoioughly good understanding, and have a mutual confidence 
and sympathy, m othei voids, where the governors and the governed 
have the same national feelings and interests and where education 
and a repiesentatne system give a high moral tone and political 
enlightenment Here the stale of things is far different. The people 
have been long accustomed to a despotic government, and tradition 
has taught them to seek relief horn over-taxation by concealing their 
means, and from oppression, when it becomes unbearable, by revolt. 
They have submitted to the rule of us foreigneis, because it is 
mild and equitable, and enables them to pursue their avocations 
in greater security and ease than under funner governments. 
This is the tie on which we must depend tor their careful sub¬ 
mission, since a foreign rule must always in itself be distasteful 
to a people, and requires to be attended with strong palliative 
advantages. 2 

Further, Trevelyan’s conception ot the powers of a presidency 
Government was much larger than would be conceded even in a 
federal system As Sir Bartle Frere reminded him, the subjects 
on which lie protested against the central Government’s action— 
taxation, army reorganization, etc.—were legitimately central 
functions, and to make the Government of India dependent upon 
provincial approval in such matters would have meant disaster to 
the Indian Empire, sooner or later. The repeated insistence m 
the Madras letters on the local Government’s responsibility for the 
preservation of tranquillity in the south of India and the insistence 
that the proposed new taxes should not be imposed in that 
presidency would have been considered improper even in a 
federation Trevelyan thought that the Government at Calcutta 
were pursuing a leckless policy of taxation and that it was his duty 
to protest in time. Wilson gave an elaborate answer to the charges 
levelled by Trevelyan. The taxes proposed by him were to be 


1 To Sir Charles Wood, '23 April I860. Cf .1 Martineau, op cit , p 306 
1 Mxmxte, 24 March I860 
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raised from all, irrespective of race. Nor did the claim that 
Madras should be exempted from the tax create any impression 
at Calcutta 

But Trevelyan was determined to go ahead. He sent copies 
of the minutes to G. S Foibes who was the ofilic lal representative of 
the Madras Government in the .Legislative Council and asked him 
to place them before the Council, in order that publicity might 
be given to them. He also distributed ‘ on Ins sole responsibility ’ 
copies of the minutes to members of Ins Government, ‘ with a 
view to secure for them the greatest possible publicity ’. The 
supreme Government prohibited the publication of the minutes, 
as ‘it would be highly injurious to the Queen’s service’. 1 But 
soon the newspapers published them and tins created an upioar 
in the country. Trevelyan’s idea in doing all tins was to 
influence public opinion both in India and in England, but the 
consequences were much more serious than he expected. His 
open protest stiffened public opposition to the new taxation pro¬ 
posals, and petitions poured into the Council Chamber from 
Indians as well as Europeans Public meetings were held in 
Calcutta and Madras by European lesidents, and the Indian press 
became highly critical. Vat ions rumours had been afloat to the 
effect that the tax was soon to be ‘ levied on priests, women, 
(luldren and even corpses’. 2 Lord Canning was m touch with 
popular feeling, and he was very reluctant to give his approval 
to the Income-Tax Bill. He is repoited to have said ‘ Danger 
for danger, I would rather risk governing India with an army of 
only 40,000 Europeans than I would nsk having to impose un¬ 
popular taxation ’ 3 

The position was becoming intolerable I. T Pritchard writes : 

Tn former days, under the Mogul Empire, a similar exhibition 
of independence from a soubahdar, or governor of a distant province, 
might be expected to be speedily followed by some overt act of 
rebellion. A protest against an imperial measure, such as the imposi¬ 
tion of a tax, published m the newspaper, was an appeal to public 
opinion which was altogether strange and hideous to a Government 
so thoroughly opposed to the expression of anv public feeling at all 
as that of India It was as near an approach to a declaration of 
independence on the part of a satrap of a minor presidency as could 
well be made. 4 

These misgivings of a contemporary Anglo-Indian writer were 
not quite justified; for no one was more loyal to the Crown 
than Trevelyan. However, the Secretary of State had to take 
the painful step of removing Sir Charles Trevelyan from Ins 


1 Telegram, 3 April I860 

* Canning to the Secretary of State, 19 April 1860 

* Samuel Laing’s evidence, Select Committee Report (1871), 28 .Tune 1872. 
Indian Administration, vol. I, p 67 
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appointment while expressing his high appreciation of his 
services. 1 

Sir Charles Wood wrote 

It is impossible to conceive a course of conduct more incom¬ 
patible with the proper relation between the Government of minor 
presidencies and the supreme Government of India, or more cal¬ 
culated to shake that authority which is intrusted to the supreme 
Government over the whole of Her Majesty’s dominions ui India 2 

In publishing the minutes, Trevelyan was apparently applying 
well-known British methods, quite suitable to a parliamentary 
system of government, but equally unsuitable for the conditions of 
India. Even today, with a large advance of representative govern¬ 
ment and of the federal principle in the country, it would be 
highly impolitic on the part of a provincial Government to protest 
openly against the proposals of the central Government. Sir 
Bailie Erere wiote to Trevelyan 

Were we all in Parliament, if the Opposition had the best of 
it, they would, of course, change places with the Ministry and trv 
their hands at finance, hut even if that could be done in your euse, 
how would you as Governor-General prevent the new Governor of 
Madras from making a similar stand against your scheme ’• n 

Trevelyan’s opposition only convinced the Home authorities 
that the overweening pretensions of the presidency Governments 
must be crushed in the interests of harmony. It was an irony 
of fate that in this very task Trevelyan was lumsell an effective 
instrument, when he became Finance Member three years later 

Notwithstanding all this, the Government proceeded with the 
Income-Tax Bill. In order to allay popular suspicions, a verna¬ 
cular pamphlet explaining the new taxes was published by the 
Government for distubution all over the country, but the Madras 
Government refused to distribute copies, as in their opinion, it 
smacked of the communications addressed by members of Parlia¬ 
ment in England to their constituents. 4 

The Government of Bombay also thought that Wilson’s 
measures were too hasty. 4 Why on earth could not Mr Wilson 
have let India bide still awlnle? ’ wrote Sir George Clerk, Governor 
of Bombay, to Freie. 5 But after some explanations from Calcutta, 
Clerk promised to do his best to make the new tax work smoothly. 

The bill became law on 24 July 1860, and was immediately 
put into operation. In order to ward off opposition some of the 
more important towns of the Punjab were allowed the option of 
raising the income-tax revenue assessed on them by means of 

Letter to Madras, No. 24, 10 May 1860 

Letter to Madras, No 23, 10 May 1860. 

Letter, 9 April 1860 See J Martmeau, op, cit , vol, I, pp 305-6 

Trevelyan's Minute, 23 April 1860 

Letter, 17 May 1860. See J. Martmeau, op. cit, p 310. 
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octroi duties. Further, district collectors who were in charge of 
the assessment were asked not to be too inquisitorial in their 
methods. 

Of the remaining two taxation proposals, the licence duty was 
kept in abeyance and the tobacco duty was practically abandoned. 
Wilson then turned his attention to the reduction of military ex¬ 
penditure. He had enlarged the functions of the Commission 
then sitting, by the inclusion of the audit of all military accounts. 
He kept in constant toueli with the Commission’s deliberations 
and smoothed its dealings with the Commander m-Chief All 
superfluous appointments were cut down and the overgrown 
transport establishment, which maintained large numbers of 
elephants, camels, bullocks, wagons and carts was drastically 
cut down. Military reorganization necessitated police reform, and 
for tins a Commission was appointed The question of the Indian 
navy was also taken up, and Wilson soon discovered that it was 
a sorry waste Work at such high pressure was too much for 
Wilson in the broiling climate of India, and worn out by work 
and worry, he died of dysentery on 11 August. lHflO ‘No ancient 
Stoic or modern l\ed Indian’, wiote Freie, ‘could have met 
death more composedly, or made mote calm pteparation for carry¬ 
ing on the various schemes he left incomplete ’ 1 

Wilson was a master-builder Half-measures did not satisfy 
him. Ho had in his mind plans for a thorough financial reorgani¬ 
zation of India—plans based on sound economic theory tested by 
strong common sense: but, as Frere wrote, it would have taken 
him ‘20 years to work out those plans ■ Had he been less ambi¬ 
tious, he might perhaps have been spared for a longer period of 
service; but he was one ot those great men who will nsk anything 
in the inteiests of the cause they love. 

§5 I jenny's Budgets, 1861 and 1862 

Wilson’s successor was Samuel Tiding, M.P He was a man 
of great financial experience, but relied much less than Wilson 
on the fundamental notions established by economic science, and 
was much more concerned with the practical needs of the hom. 1 
‘ The broad principles of common sense winch apply to private, 
apply equally to public affairs,’ he said, ‘ and that which is not 
simple is seldom sound ” Lamg found that considerable suspicion 
had been aroused by the imposition of the income-tax, among 
both Indians and Europeans, and he soon came to the conclusion 
that the new tax should be abandoned at the earliest opportunity. 
On the question of military letrenclnnent, lie was at one with 

1 To Major F Marnott, 11 August 1860 See J MarUneau, op. cit , p 612 

* To Sir Charles Wood, 23 November i860 ibid , p 313 

’ Sir Richard Temple, Men and Events of My Time (1882), p 212 

* Financial Statement, 1861. 
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Wilson, but lie did not favour economy at the expense of 
efficiency, and lie said . ‘ Depend upon it, the paltry saving of 
today will come back with tenfold expense and hundred-fold 
discredit on the morrow.’ Further, there were great difficulties 
at the time in carrying out Wilson’s plans in regard to retrench¬ 
ment. ‘ Consequently the expenditure still remained intolerably 
high, and the current deficit of more than .£6 millions annually 
which Wilson intended to avert, threatened to last. As no loans 
had been raised lecently, the continuance of deficit drained the 
cash balance of the Government to a very low ebb.’ 1 The year 
1880-1 ended with a deficit of £6-6 millions. 

Laing proposed to meet the financial difficulties, firstly by 
retrenchment and secondly by fostering revenue By cutting 
down the overgrown demand for stores, and by the reduction of 
the native army, he letrenched military expenditure by £3-3 
millions and hoped eventually to bring it down to £12 millions. 
He wanted to reduce the army charges in England, by making 
the Bntisli Government hear a part of the cost of the reserve 
establishments in England. He said 

The day is past when England can consider India as a sort of 
milch-cow, on whom to diaw for a little here and a little there 
in order to round off an English budget or ease an English estimate. 
Stnct and impaitial justice must be the rule in all money matters 
between England and India, if England wishes to get a return for 
her capital which will soon amount to £100 millions invested in 
Indian securities and railways, and if she wishes to see India become, 
every day, more and more the best source of supply for her raw pro¬ 
duce and the best market in the world for her staple manufactures. 2 

Euing also proposed to reduce the expenditure on the navy, 
and he agreed with Wilson that the Indian navy should be 
replaced by a small force of the Koyal Navy 

Laing was from the first impressed by the dangers and diffi¬ 
culties of equitably raising an income-tax in India. But at the 
same time he admitted that the tradeis and capitalists of India 
should contribute in a fair measure to the public revenue. What 
he disapproved most in the income-tax was the prying into private 
affairs that it involved and the extensive demoralization that it 
w r as bound to cause. He therefore pieferred a graduated licence 
tax on the lines suggested by H B. Harrington. Further, 
he thought that to make the taxable minimum as low as £20 
was thoroughly unsuited to Indian conditions. However, as the 
financial situation was still bad, he agreed to the continuation 
of the income-tax, as a temporary measure, for one year. 

Laing also increased the salt duty. Owing partly to the 
increase in wages all over the country and partly to the 

1 Sir Richard Temple, op cit , pp. 216-7. 

J Financial Statement, 27 April 1861. 
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cheapening of salt resulting from railway expansion, he thought 
that a slight increase in duty would be easily borne by eonsumeis. 
Thereby he hoped to find an additional revenue of £i2 millions. 
Thus partly by retrenchment and partly by fresh taxation he 
expected to meet the deficit of £6 millions. 

Two months afterwards Laing was taken ill, and he had to go 
to England on short leave. In his absence, Sir Bartle Frere, 
Member of the Executive Council, carried on the work. The 
revenue under opium showed a great fall, and to make up for it, 
Frere proposed to levy the licence tax and proceeded with the 
bill which was still pending. The old assessments under the 
income-tax were also continued In this manner the deficit was 
reduced to £150,000 The licence tax was, however, not imposed; 
for, when Laing returned, he reported that the financial position 
was no longer embarrassing and decided to repeal the Act. A 
licence tax, he said, would affect four or five million people, but 
it would produce only £500,000 or £600,000 1 

In April 1862 Laing presented his second budget and showed 
that the anticipations set forth in the previous budget had been 
realized. Retrenchment had been pushed on and revenue had 
been expanding The couise of military expenditure during these 
years was as follows 

£ 

1859- 60 20,909,307 

1860- 1 15,838,980 

1861- 2 . 12,800,000 

1862-3 12,200,000 

Owing to the improvement of finances. Laing was able to 
carry out certain fiscal reforms dear to his heart. It was his 
wish to abolish the income-tax, but as the suiplus expected was 
too narrow, he could only lighten the burden of the tax for the 
time being He therefore proposed to exempt incomes between 
Rs 200 and Rs. 500 from income-tax. The reason for doing so 
was not, as might be expected, that it was too burdensome on 
the poor, for he ‘ had no sympathy with socialist legislation which 
would place taxation exclusively on the rich ’ ‘ On the contrary,’ 

he said, ‘ the poor as well as the rich, and often even more than 
the rich, are interested in the support of the state and the main¬ 
tenance of social order, and the middle and working classes are 
those who, in the long run, suffer most from the seductions of 
political demagogues and from the sickly sentimentality of injudi¬ 
cious philanthropists.’ 3 But there was another reason for giving 
it up. While two-thirds of the incomes taxed were between 

1 Legislative Council Proceedings, 26 March 1862 
* Legislative Council Proceedings (1862) p 185. 
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Rs 200 and Rs. 500, the total yield from such incomes was 
only .£350,000. Further, oppression and injustice were greatest 
in regard to such incomes. On these grounds he abolished the 
tax on lower incomes 

Although Laing was not a doctrinaire free-trader, he was even 
more keen than Wilson about freeing the foreign trade of India 
from tariffs. In 1861 he ledueed the duty on cotton twist and 
yarn from 10 per cent to 5 per cent, at a loss of revenue of 
£40,000; and m 1862 he reduced the duty on yarn to 3.^ per cent, 
and that on cotton piece-goods to 5 per cent On other articles 
the reduction was not considerable The reasons which weighed 
with him in cutting down the duty on cotton piece-goods were 
O) that the duty apphed almost exclusively to British manufac¬ 
tured goods; (2) that it was impossible to maintain customs duties 
at a high rate; and 13) that it was a heavy burden on the con¬ 
sumer. Britain arid India being parts of the same Empire, he 
said that a heavy import duty on imports from Britain ‘ comes 
very near m principle to a tiansit duty between parts of the same 
Empire He admitted that there were certain manufactures in 
India which desened to be protected by means of import duties, 
but in the case of cotton piece-goods protection could only be 
temporary and preeanous and therefore could only be a ‘ fatal 
boon ’ to the nascent industry of India As for the burden on 
the consumer, he said 

Either the clothing of the people is a pioper subject of taxation 
or it is not Tf it be so, on what possible principle can we impose 
a considerable duty on clothing which comes from abroad and levy 
no duty at all on cloth produced at home ? 1 

Laing expected only a small surplus, but it turned out to be 
£1,827,345, the bulk of which was due to an unexpected improve¬ 
ment in the opium revenue 

Thus the financial stringency resulting from the Mutiny 
passed away But it. was not possible to abolish the income-tax 
immediately However, Trevelyan, who returned to India as 
Finance Member, reduced the rate from 4 per cent to 3 per cent, 
in 1863 The Income-Tax Act was due to expire in 1865; but Sir 
John Lawrence, the Viceroy, wished to continue it Trevelyan 
was firm and the whole Executive Council agreed with him On 
31 July 1865 the Income-Tax Act expired Trevelyan con¬ 
sidered the income-tax as ‘ a great financial reserve . com¬ 
plete in all its gear, ready to be re-imposed in ease of any new 
emergency '} 

The revenue of India had increased by £9 millions 
between 1858-9 and 1862-3 It increased annually at the rate 


1 Financial Statement, 1862-3 


8 Financial Statement, 1865-6 
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of about £750,000. The extent to which the income-tax assisted 
the exchequer is clear from the following statement. 


Year 

Total Revenue 

[ncomc-T 


£ 

£ 

1858-9 

36,060,788 


1859-60 

39,705,822 


1860-1 

42,905,234 

1,100,000 

1861-2 

43,829,472 

2,000,000 

1862-3 

45,143,752 

1,900,000 

1863-4 

44,122,773 

1,500,000 


Laing was very optimistic about the iinptovement of revenues 
‘I know of no country’, he said, ‘of which it can he said that 
her ordinary revenue is increasing by £750,000 a year, while her 
expenditure has in one year been reduced by £4 millions, and 
that she is maintaining an equihbiiurn while spending out of 
revenue upwards of £4 millions on public works and another 
£1 million for interest on unfinished railways n 


Financial Statement. 2G February 1862 



CHAPTER VJI 

THE REFORM OF THE FINANCIAL SYSTEM 


The Mutiny passed over India like a whirlwind, carrying destruction 
in its train; but it also swept away several systems and institu¬ 
tions which had outlived their usefulness This was as true of 
finance as of any other field of admimstiation As soon as the 
new Government under the Crown was formed, it was faced with 
the pioblern of reconstructing the financial system. The Company 
had built up a financial organization suited to its commercial pre¬ 
occupations, but when commerce receded mto the background and 
politics came to the fore, the defects of the old system showed 
themselves. There was no proper budgeting of income and 
expenditure; the accounts were a mass of confusion, and the whole 
financial machinery broke down under the stiain of the Mutiny 
The reconstruction took several years to complete. A new 1 lela- 
fionslup with the Home Government was established, a new 
svstem of budgeting and accounts was adopted, the cinreney was 
placed on an impiovcd footing, and a new system of taxation was 
developed to meet thanging circumstances 


§1 The Position of the Senetarij of State 

By the Government of India Act (18581, the Ciown assumed 
responsibility for the Company’s debts and liabilities, its contracts 
and covenants The expenditure of the revenues of India thus 
came under the control of the Secretary of State in Council and 
no giant or appropriation of funds was to be made without his 
consent. 1 Public 1 evenues weie also to be raised on his authority. 
Under s. 5.1, a statement of the revenue and expenditure of 
British India was to be laid before Parliament annually, and in 
order to provide independent semtiny, the Act ordained that an 
auditor of Indian accounts should be appointed with control of 
his own staff. He was appointed not by the Secretary of State 
but under the Royal Sign Manual, countersigned by the Chancellor 
of the Exchequer, and held office ‘during good behaviour’. ‘He 
can call upon the Secretary of State to produce papers, can examine 
any officer of Government in the United Kingdom in relation to 
Indian accounts, and must present an annual report in which he is 
free to express disapproval of any irregularity or offer any com¬ 
ment.’ 2 The Secretary of State was required by law to lay before 
both Houses annually a statement of the position of Indian 

1 s 41 3 Sir Malcolm Seton, The India Office, p 39 
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finances, and this provision in the Act necessitated the annual 
Indian budget debate. It was not really a budget debate, because 
Parliament was not asked to approve the proposed expenditure, but 
was merely: infonned of the accounts of the last completed year and 
the revised estimates of the current year. However, this annual 
debate gave Pailiament an opportunity to review every aspect of 
Indian affairs. The House could go into committee and discuss 
the accounts. Many amendments used to be tabled, but in practice 
only one was discussed and In ought to a division 1 The vital ques¬ 
tion was as to the proportion of the cost of Britain’s foreign policy 
which Indian revenues should legitimately beai The Secretary ot 
State stood as the custodian of Indian interests and was not always 
successful m his advocacy. Prolonged correspondence often went 
on, and in most cases it was not easy to convince the Prime 
Minister and other membeis of the Cabinet. Lord Pipon once 
wrote : 1 The question of what expenditure ought to be thrown 
upon Indian revenues is the only subject on which Gladstone is 
quite deaf to the voice of justice ’ 2 The War Office has been 
generally more powerful than the India Office However, Parlia¬ 
ment tried to be fair, and in some instances it prevented ceitain 
(barges from being thiown on <he Indian revenues although the 
Seaetary of State in Council had san< turned them. 3 4 

There is no doubt that the Secretiny of State obtained a far 
stronger posit ion than the authorities whom he replaced A divided 
executive cannot he as eneigetic as an undivided one In the old 
regime, the Board of Control and the Company’s Court of 
Directors supervised the Government of India, but the interests 
and policies of these two bodies often clashed, as they were bound 
to; and such collision weakened both of them In theory the 
Secretary of State, too, was hampered; on the one hand, he had 
to look to the Cabinet for support, and on the other, his Council 
had to be consulted. But in practice, neither of these authorities 
(uitailed his freedom, whilst from both he received plenty of 
technical advice. The Council at first claimed to exeicise some 
real power, but the Act of 1869 permanently weakened it 

Had Parliament’s new position in lespect of India been leal, 
the powers of the Secietaiy of State would have been weakened, 
but it was not so In theory Parhamentaiy supremacy over 
India was made complete by the Act of 1858; but in reality the 
interest of Parliament in India soon vanished and revived only 
when violently roused by some provocation. Paradoxical as it 
may seem, Parliament appears to have ceased to exercise its con¬ 
trol as soon as it received the right * A few members of Parlia¬ 
ment, it is true, took an interest in Indian administration; and 


1 Since 1919, the discussion on the Secretary of State’s salary has replaced 

the budget debate, ibid , p. 66 

3 L. Wolf, Ripon, vol. II, p. 56. 

* Lord George Hamilton, Parliamentary Reminiscences (1886-1906), p. 258 

4 Report on Constitutional Reforms (1918), p 20 
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occasionally interpellations were made and duly answered. Every 
year annual accounts weie placed before Parliament, and the 
members debated on them in right earnest Occasionally, inquiries 
were carried out by Parliamentary committees when specific 
complaints were made about administration Thus in 1870, a 
select committee of the House of Commons held a prolonged 
inquest into the financial condition of India. Royal commissions 
have also inquired into various aspects of Indian administration. 
All this, however, did little to check the power of the Secretary 
of State Only a few members took any interest in India, and 
Indian debates were held in the thinnest house of the session. 
The inquiries held were nothing in comparison to the detailed 
reviews made by Parliament, when the Company was m power. 
But Parliament was too greatly preoccupied to be able to interfere 
in the detailed administration of India, and as a natural result, 
the power came to be centralized in the Secretary of State. But 
the extent of the power wielded by lmn depended on the place 
lie held in the Cabinet of the day It must be remembeied that 
it has been the growing practice to select a politician of the front 
rank for the India Secietaiyship 

The India Office and the (Ivvernment of India 

The unique position thus gained by the Secretary of State 
enabled him to supervise Indian administration effectively. In 
the days of the dual control from Leadenhall Street and Cannon 
Row, masterful Governors-CJeneral like Wellesley and Dalhousie 
found it possible to have then own way in many things, but 
when the control at Home came to he vested in one single indi¬ 
vidual of dominant political position, it was no longer jxissible 
to flout the authority of the Home Government. The increased 
facilities for rapid communication between England and India also 
strengthened the hands of the India Office After the completion 
of the submarine cable by wav of the Red Sea in 1870, the 
Secretary of State was enabled to intervene effectively in the 
affairs of India. 

Even after 1870, the personal equation had much to do with 
the relations between the Secretary of State and the Viceroy. 
Although as a general rule the subordinate position of the Govern¬ 
ment of India was recognized, there have also been occasions 
when the Viceroy regarded the Secretary of State as the con¬ 
venient mouthpiece of his policy in the Cabinet and Parliament. 
Ordinarily the opposite has been the true position. Although Lord 
Ripon who filled both positions one after the other expressed the 
view that ‘ the Government of India ought to be made as much 
as possible the real executive of that country and the functions 
of the Home Government should be restricted in practice within 
narrow limits ’, the Home Government repeatedly claimed supreme 
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control over the Indian administration and there was nothing till 
1919 to weaken that position in any manner. 

Soon after the Act of 1858, Whitehall began to assert its 
supremacy in unmistakable terms Sir Charles Wood, the first 
Secretary of State, 1 was a man of strong determination, and he 
kept a vigdant, watch over Indian administration; but let it be 
said in justice to him that in most cases his interference was 
for the definite purpose of protecting the interests of the Indian 
people. 2 For instance, he stoutly opposed the legislation of the 
Governor-General’s Council for enforcing indigo contracts entered 
into by European planters, 3 since that legislation sanctioned cri¬ 
minal proceedings for breaches of contiaet Wood found this grossh 
unjust to the Indian population, and as the Kdinburqh Revieu 
wrote, ‘ this was conclusive proof of the necessity of having a 
controlling authority at Home which will be comjietent. vigilant 
and strong ’. 4 * Wood stood firm and repeatedly vetoed the bills 
passed by the Council When subsequently he insisted on modi¬ 
fying a bill pending in the Council (1864), the Government of 
India protested on the ground that the Indian Councils Act did 
not provide for such interference in the case of bills befoie 
the Council.® Wood pointed out that the Home Govern¬ 
ment were responsible to Parliament for Indian legislation and 
therefore had the power not only of vetoing bills already 
passed in the Indian Councils, but also of modifying them in 
the diaft stage 

The same question again cropped up in 1869 when the Duke 
of Argyll was the Secretary of State. He insisted that the laws 
prepared by the Indian Law Commissioners should be passed in 
the form in which the Secretary of State, on the lejxirt of the 
Commissioneis, approved them 6 But Lord Mayo’s Government 7 
protested that such a procedure would ‘ invest the Secretary of 
State with the character of the legislator for British India and 
would convert the Legislative Council into a mere instrument to 
be used by him for that purpose ’ In this connexion the 
Secretary of State most emphatically asserted 8 that ‘ the final 
contiol and direction of the affairs of India rest with the Home 
Government and not with the authorities appointed and establish¬ 
ed by the Crown under Parliamentary enactment in India ’, and 


1 Strictly speaking, Lord Stanley "as the first Secretary of State, but he 
held the post only for a few months 

2 For a different point of view, see Sir Charles Trevelyan 'b evidence before 
the Parliamentary Select Committee (1873), Report, pp 21-31 and passim 

‘ Algernon West, Sir Charles Wood's Administration of Indian Affairs (1867), 
ch v 

* op cit , p. 44 

J Parliamentary Papers (1876), vol LVT, pp 4-5 

* ibid ; also letter, 16 March 1864) 

’ Letter, 22 March 1870. 

* Letter, 29 November 1870 
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that ‘ the latter Government were necessarily subordinate to the 
Home Government ’ Argyll also wrote • 

The vastness and importance of Her Majesty’s Indian domi¬ 
nions, however they nun add to the dignity of those who are called 
on to administer its affairs on the spot, in no degree exempt them 
from the necessary tie of subjection, blit rather render it more 
incumbent on Tier Majesty’s advisers and counsellors at Home to 
maintain the more carefully the existing older of things as defined 
by constitutional usage and by what I may term the fundamental 
axioms of the connexion between this country and India. 

The Government of India had no alternative but to yield 

Four yeais later, when Lord Northbrook asserted the fiscal 
autonomy of the Government of Tndia, Lord Salisbury firmly 
refused to concur on the ground that the fiscal policy of India 
should be controlled by Parliament Salisbury, on that occasion, 
detailed the consequences of the desired autonomy in veiy signi¬ 
ficant terms. He wrote 

In scrutun/ing the control exercised over the Government of 
India by Her Majesty's Government, and the grounds for maintain¬ 
ing that conliol, it must bo borne in mind that the superintending 
authority of Parliament is the reason and the measure of the 
authority exercised bv the responsible ministers of the Crown, and 
that if the one power is limited, the other must be limited at the 
same time. 1 

Indeed the claim of the Indian Government was premature, 
and theie was no chance of its being conceded then, as there was 
among certain classes of people in England a general distrust of 
Anglo-Indian officials Salisbury was himself under the same 
influence and made it a general practice (which subsequently grew 
stronger) to regulate administration in India by private corres¬ 
pondence with the Governor-General 

If any Viceroy could have successfully resisted the power of 
the Secretary of State it was Lord Curzon; but even he failed to 
get his own way when in 1904 he disagreed with the Home 
Government on the question of militaiv administration; and it cost 
him his post In bitterness, he w^rote later • * The Indian Sat¬ 
rap has in many cases found the Viceregal throne an altar of 
sacrifice quite as much as a seat of glory.’ 2 

The authority exercised by the Secretary of State over the 
Government of India was first and foremost financial. As already 
shown, the Act of 1858 vested in the Secretary of State in Council 
the entire responsibility for the financial administration of India. 
But it was not possible for him to exercise such authority in its 
entirety in a country 6,000 miles away, and therefore with a view 
to facilitating the speedy transaction of public business, the 

1 Parliamentary Papers (1876), vol LVI, pp. 2-5. 

3 British Government in India, vol II, p. 262. 



THE REFORM OF THE FINANCIAL 8YSTEM 


93 


Secretary of State from tune to time prescribed limits within 
which expenditure might be incurred by the Government of India 
without previous reference to him on each occasion. At fiist, 
these delegations were embodied in executive orders, rules and 
regulations, but in 1889, a resolution was issued by the Secretary 
of State specifying the limits of the Government of India’s financial 
powers. Under this resolution, the sanction of the Secretary of 
State was required for : 

(1) The creation of an appointment, the salary of which 

exceeded £200 a year; 

(2) The raising of the salary of an existing appointment to 

an amount exceeding £333 a veai: 

(3) The revision of an establishment at a cost of mole than 

£1,667 a year; 

(4) The incuriing of expenditure whuh uiulei any of the 
various codes required the Secietary ot State’s sanction; 

(5) The construction of a public work horn boirowed funds; 

(6) The construction of a public woik dunged to levenue 

which was estimated to cost moie than £83,000; and 

(7) The construction of any tailway except short additions of 

local interest. 

This was undeistood to be a proper delegation of authority to 
the Government of India, but it was later discoveied that the 
Secretary of State had no power to divest himself of lesponsibihty 
as regards expendituie, and it was held that any such delegation 
of control to a Government or other authority m India would be 
an evasion of the spirit and infraction of the lettei of the Act of 
1858. The matter was taken up in connexion with the .Royal 
Commission on Decentralization, and the necessary action was 
taken, as we shall see later 1 

§3 Evchangc. Operations 

Among the many important duties that devolved on the 
Secretary of State was the management of the exchange operations 
between England and India. Large payments had to be made 
annually in Great Britain on behalf of India by the Secretary of 
State. These payments, usually called ‘ Home Charges ’, included 
(as now) interest on debt, pensions, payments to the War Office, 
cost of Government stores, etc. Some part of these disbursements 
was met by loans raised in England and the rest by means of 
remittances. These remittances were generally effected by the 
sale by the Secretary of State of bills of exchange (commonly called 
Council Bills) and telegraphic transfers to be met by the Govern¬ 
ment of India, and when the whole amount could not be so met, 
gold held by the Government of India in the Paper Currency 

1 Indian Statutory Commission (1928), vol. V (Memoranda), pp 1008-9, 
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.Reserve had to be consigned to Loudon, or, in later years, gold 
in that pait of the Paper Currency Reserve held m London would 
be drawn upon. 

The system of drawing funds flora India by means of bills 
of exchange dates from tiie days of the East India Company; it 
appeals to have been practised, although rather intermittently, 
from 1834 to the time of the Indian Mutiny. It was entirely 
suspended m the years 1857-62 but was resumed in the latter 
year, and has been almost continuous since 1 Sales of Council 
Bills weie at first made monthly, and at a fixed rate of exchange. 
This underwent several changes subsequently. Sales became fort¬ 
nightly and later weekly, and allotments to the highest bidders 
took the place of sales at fixed price, and tenders were invited for 
telegraphic tiansfers as well as for bills Applications were later 
leceived for bills and telegraphic transfers on dates intermediate 
between the regular foitmghtly oi weekly sales, called ‘inter¬ 
mediates ' and ‘ specials ’ 

Soon aftei the pi notice of diawing bills on India was resumed 
m 1862, theie was a gieat demand m England for Indian cotton 
(owing *o the Ameucan Civil VVai), and therefore the bills on 
India were in great demand Down to November, the rate of 
exchange realized vaned ftom 2v Id to Is. 11 Id., but when the 
demand fell off lower rates had to be accepted. In 1866 the 
demand for bills failed, and gold had to he shipped fiom India. 
The pi ogress of lailway construction in India also influenced remit¬ 
tances materially a f ter 1869 The system of making advances on 
the hypothecation of goods, which sometimes found favour with 
the East India Company, was several times consideied after the 
Mutiny, but it was not revived. 

§4 The Finance Membership 

The central feature of the new financial machinery was the 
budget system and an efficient system of accounts. It was for 
introducing these new reforms that the Government created in 
1859 the new post of the ‘ Financial Membei of Council ’ and 
appointed James Wilson as the first holder of that post. Although 
the official designation ot the new officei was as above, he was often 
known as the Finance Minister, in common parlance; and even¬ 
tually the title ‘ Finance Member ’ came into vogue The situation 
in India was then such that a person of great experience and 
independence was necessary ‘ Everybody here has lost confidence 
in Government and in eveiy one else,’ 2 wrote Frere. The general 
opinion was that nobody then in India was competent to set right 
the financial difficulties of the country.- 3 Therefore the Home 
Government decided to send out a man with long experience in 

1 Sir Henry Waterfield’s evidence before the Fowler Committee 
1 Frere’s letter to Sir George Clerk, 9 May I860 
5 Frere's letter to H. D Seymour, Febmary 1869. 
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the British Treasury. Tins practice was continued for a whole 
decade. Thus came Wilson, Daing and Massey; even Trevelyan, 
although originally of the Indian service, had worked in the 
British Treasury tor a good many years before he came out again 
to India. After Massey, the Government appointed in succession 
three members of the Indian Civil Service as .Finance Member, 
namely, Sir Itichard Temple, Sir William Mun and Sir John 
Strachey. But in 1881, the jiraetice of obtaining the sei vices of 
a British financier was revived, and this practice was resorted to 
now and then throughout the cent my No doubt there weie m 
the civil service persons quite competent to fulfil the duties ot 
the Finance Member; but, tor obvious reasons, they were not able 
to command that authority which a person with British experience 
and unconnected with the Indian services could command Fiore 
had made pointed reference to it m one ot his letters ‘ The gieat 
advantage we have derived from Wilson and Lamg ’, he said, ‘ has 
been the sort of authority with which they came out, and which 
enabled them easily to overcome obstacles which might otherwise 
have been serious.’ 1 However, he admitted that this advantage 
often cut both ways and made their eirors in proportion of gravei 
moment. 

In all that relates to management of loans, budget and audit 
and general organization and management, we have been gieat gainers 
through Wilson’s and Living's labours But at what cost ) With the 
loss of Wilson and Ward, Laing's breakdown, the damage ot 
Trevelyan’s official repute and the interruption of Ins useiulness, the 
increased acerbity of local jealousies, the consequent delay and loss 
of time in effecting leal reforms—will these he balanced by what 
we have gained and is what we have gained equal to what we might 
have had, if what you began early m 1859 had gone on undisturbed 
by external interference ‘> 2 

Theoretically the powets of the Finance Member were neatly 
as large as those of the British (’haneelloi of the Exchequer, but 
in piactice there were great differences. In England the Treasury 
has always wielded great influence, and the use of democratic 
government has not substantially weakened it. The Indian 
Finance Member inherits no such great traditions, and Ins 
influence greatly depends on support from the Yiceioy This 
question received much attention from the Koval Commission on 
Indian Expenditure (1894-1900). Sir Auckland Colvin stated 
before it that after 1885, when military considerations gained the 
upper hand, the powers of the Finance Member to control expen¬ 
diture came to be undermined Sir David Barbour supported this 
view and opined that the Viceroy held the key If the Viceroy 
supported the Finance Member, the latter was still powerful 
against his colleagues, but for some years military considerations 


' Letter to Lord Canning, 11 June 1861 


1 ibid 
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were in the forefiont, chiefly owing to the Russian scare on the 
north-west frontier 1 

These view's were not shared by several other witnesses, 
including ex-Viceroys like Northbrook, Ripon and Lansdowne. 
No doubt, the Finance Member did not have the power of the 
Treasury in England, but it was not possible to place hun in the 
same position as the British Chancellor of the Exchequer. Lord 
Cromer, sometime Finance Member, agreed that the Viceroy had 
great power, but he was not in favour of weakening it, as it was 
his function to give a unity of action to the whole Government. 2 

The Commission did not find reasons for suggesting any modi¬ 
fication in the existing position ‘ When questions of national 
defence, or, it may be, of spirited policy, have gained the public: 
ear, financial considerations lose weight, not only m India but 
elsewhere, and the balance can only be restored if, and when, 
the public ceases to demand large expenditure.’ 1 

§5. The Budtjet System 

Wilson’s greatest achievement in India was the establishment 
of the budget system, whereby the financial estimates of each year 
are arranged, considered and approved by the Legislative Council 
before the year commences The object of the new scheme was 
clearly expounded in the Financial Resolution of 7 April I860, 
which was published in the Government Gazette for geneiul in¬ 
formation. It explained the advantage of framing estimates of 
the anticipated income and of the pioposed expenditure of the year 
befme the rear commences, especially in the case of a large country 
like India with several provincial administrations and large 
imperial departments 4 Provision was made for systematizing both 
civil and military expenditure A Military Finance Commission had 
already been appointed 5 to scrutinize the military accounts and 
carry out economies It was ordained by the resolution of 7 April 
that (lie whole of the accounts of the various departments of the 
army, after examination by the several provincial Governments 
should be transmitted to the Military Finance Commission, and 
that the Commission should transmit the aggregates to the Audit 
Board for audit This Commission was later reconstituted and 
designated the Military Finance Department, and a resolution of 
the Military Department dated 6 July 1860 laid down detailed 
instructions for the guidance of the new department. 

A similar committee was appointed by a resolution of 11 
May 1860 to report on the manner in which the specific sums 
granted in the budget should be placed to the credit of the various 


1 Report (1900), vol TV, pp 18-20, also vol I (Evidence), qq 1850, 1809, 2924. 
3 Vol. II, pp 213, 518 3 Report, p 21. 

* Moral and Material Progress (1860-1), p 17 et seq 
s 29 June 1869 
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spending departments, the mode in which such expenditure should 
be accounted for to the local accountants, the way by which the 
local accountants should account to the Audit Department, and 
the mannei m which the Audit Department should he constituted. 
A committee was also appointed on 6 duly to scrutinize all the 
civil charges, the civil and military policies and public works, 
with a view to caiiying out economies. 

The Budget and Audit Committee in its interim report sub¬ 
mitted two alternative schemes for improvement The plan, 
which was eventually accepted, was a combination ol the English 
and Indian systems. The duties of the Auditor-Ceneial under the 
English system were assigned to the Aecoiintant-deneial, and the 
local accountants under him earned out detailed audit of the local 
accounts 

Eater the Committee laid before the doveinment a classified set 
of tho budget estimate foims to be used under tlie new system, 
and these forms were approved by the doveinment and were 
circulated to all civil departments and piovincial Governments. 
The various heads under which appropi cation should be made were 
also drawn up by the Committee 

After giving effect to these lecommendations, the dovernrnent 
constituted the Auditor-Geneial and the Head of the Military 
Finance Department into an Impenal Audit Board, with instruc¬ 
tions to act together m all matteis of geneial organization, policy 
and economy as affecting estimates, budget, audit and accounts. 
In other lespeets they worked as independent heads of the civil 
and military finance depaitmonts 

The advantages of the new system were • (1) it ensured a com¬ 
plete review beforehand of the income to be expected and the 
expendituie to be inclined in the year, (-2) it ensmed sciutiny 
of expenditure; and (3) it led to the formation of all-India 
standards of account and audit 

The budget system thus brought into being did not for a long 
time come undet popular contiol of any kind. Till 1872 the 
budget was presented annually to the Legislative Council with a 
speech by the Finance Member describing the financial position 
of the country Technically no budget discussion was possible, 
as under the Indian Councils Act of 1861 the Legislative Council 
could not meet for other than legislative business But in reality, 
the budget proposals were discussed, sometimes rather fully, in 
connexion with the taxation hills which were generally introduced 
along with the budget As we shall see, Lord Mayo m particular 
gave oppoitumties for a full discussion of the financial position of 
the dovernrnent But between 1873 and 1876, there were no such 
Finance Bills, and the annual budget was not even presented to 
the Council; it was merely published in the Gazette of India in 
the form of a minute. In 1877, when fresh taxation had to be 
imposed, the system of presenting budget proposals to the Council 
7 
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was revived, but this lasted only till 1883. Between 1883 and 
1892 only two budgets (1889 and 1890) were presented to the 
Council and the rest were printed in the Gazette. The right to 
discuss the budget was not granted to the Imperial Legislative 
Council till the Indian Councils Act of 1892 provided for a general 
discussion of the financial statement. Provincial budgets came 
into being in 1872 but they were not then presented to the 
Legislative Councils. 1 

The first budgets varied in form and content. The credit of 
systematizing the Indian Budget Statement goes to Sir David 
Barbour, who in 1890 divided it into two parts, the first part 
dealing with general policy and the second containing details of 
financial results. From 1900 the first part bore the signature of 
the Finance Member and the second that of the Finance Secretary. 

$f) Improvement of Accounts and Audit 

The system of accounts then m vogue was defective in many 
ways The Company’s system of accounts—or rather lack of 
system—survived the Mutiny, with all its ‘ obsolete entiles, lrre- 
coveialile balances’ and ‘complicated mler-piesidential and inter¬ 
departmental payments and advances’, which led to great 
confusion 2 Soon after the transfer fiom the Company to the 
Crown, the Government decided on an lmjuiiy, and in 1861 
obtained the services of two officers of the British Treasury, M H 
Foster and H W S Wlnffin 3 They scrutinized the system of 
accounts of the Military and Civil Departments, and m the case of 
the Public Works Department, they were associated in a Commis¬ 
sion with officers of that department Their report was presented 
in September 1862, and m accotdance with then recommendations 
the systems of accounts of the various departments were modified 
with a view to increasing clearness and accuracy, and thus made 
to accord with the new budget system introduced by Wilson. 

Under the old system the record of revenue and charges in the 
annual accounts differed widely from the actual income and the 
actual expenditure out ol the ways and means of the year. The 
revenue received in a year was sometimes credited as a receipt of 
the previous or the next year; and similarly the expenditure of a 
year was not the same as the actual disbursements of that year. 
The cost of stores was not necessarily charged in the year of pur¬ 
chase against the ways and means of that year, but was debited 
to a separate stores account. These defects were removed on the 
recommendation of the Commissioners, and the records of revenue 
and charges in the regular books of accounts were brought into 

1 See ch. xm ’ Supra, p 48. 

* Report oj the Commission of Inquiry into the Constitution and the Mode of 
Conducting the business of the Financial Department and of the Officers of Audit 
and Account attached to that Department (Foster aod Whiffin), 7 September 1862 
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accord with the actual receipts and payments of the year, monthly 
accounts of audited receipts and charges were substituted for an 
annual account which contained partly unaudited charges, and the 
completion of the revenue and finance accounts earlier than under 
the old system was ensured. These improvements w T ere first 
carried out in the Revenue and Finance Accounts of 1864-5 and 
1865-6. 

The civil, military and public works accounts were formerly 
in a disjointed state. These accounts were entered in the books 
of the three presidencies, and wete not hi ought togther in a com¬ 
bined all-India account This interfered with the central control 
over finance, and made tiie (ioveinmcnt of India’s supervision 
ineffective. This was rectified by bringing together the accounts 
of the presidencies and provinces m the books of the Comptroller- 
General of Accounts, and thus the Government of India came to 
exercise an effective control over the financial administration of 
India. 

Under the old system, the accounts in India did not tally with 
the Home accounts This was lemedied by exchanging with the 
India Office a revised foim of half-yeaily account cuirent 

The pre-audit system was maintained, but its working was 
improved with a view to making audit and payment simultaneous 

Above all, the budget estimates were simplified, re-classified 
and rendered uniform, so that all the estimates could be brought 
into one general budget statement for the whole ot India, includ¬ 
ing the receipts and expenditme in Fmgland. An efficient system 
of audit of all accounts was also established 

Although these improvements were made in the light of British 
experience, the Indian budget and accounts systems did not lose 
their individuality. As the Royal Commission on Indian Expendi¬ 
ture pointed out, important differences existed between the 
British and the Indian financial systems In England, the central 
account of the State kept at the Treason was made up daily, and 
eveiy evening the Chancellor of the Exchequer obtained an account 
of the income and expenditure at the close of business on that day 
The gieat Revenue Departments in London paid daily into the 
account of the Exchequei at the Bank of England all the money 
which was collected in London or received fiom the provinces. 
The Treasury issued daily ceitaiu imprests tiom the Exchequer 
account to the spending departments These Exchequer leceipts 
and issues formed the basis of the Bntish budget. 

The Indian system was necessarily dilTeieut. It was based 
on revenue to be actually received and expenditure to be actually 
defrayed within the year, but the process of asceitaming them 
was necessarily slower The revenue was collected m 266 district 
treasuries, at which the expenditure within the districts was 
defrayed. Statements of receipts and issues were promptly sent 
to the headquarters, and such information reached the Finance 
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Member at Calcutta soon after eveiy month was out, and by the 
close of that month an account of the levenue and expenditure 
throughout India during the previous month was made up. Such 
a delay was inevitable in a countiy of vast distances like India. 
One inconvenience resulting from this is that, as the Indian budget 
is opened before the close of the yeai, the results of the completed 
year cannot be given Hence the need for a levised estimate for 
the expiring year, which, according to the mles, was to be made 
up of the actual revenue and expenditure of the first eight months 
and an estimate for the remaining four months of the year. 1 
Thus three statements were required in the Indian budget. The 
budget estimate for the ensuing year, the revised estimate of 
the expiring year, and the actuals of the previous year. In the 
case of Great Britain and other western countries, there has not 
been any need tor revised estimates as the budget is generally 
presented after the close of the financial year. 

The divergence between budget estimates, revised estimates 
and actuals was very pronounced during the first ten years after 
the budget system was introduced In nearly every year, the 
actuals varied greatly ftom the estimates, and even from the 
1 levised ’ estimates This is paiticularly notable in the four years 
beginning with 18(15-6. 


Year 

Estimate (+) 

Actual {£) 

1865-6 

- 336,000 

+ J ,500,000 

1866-7 

-73,800 

-2,500,000 

1867-8 

+ 1,764,478 

- 1,000,000 

1868-9 

.. +1,890,000 

-2,542,861 


The estimate for 1868-9 was for a surplus oi t‘1-89 millions, 
but the revised estimate disclosed a deficit ol 1*839,000; and when 
the accounts came, the actual deficit was found to be T2 - 5 millions 
Such reclining discrepancies evoked much criticism in the Imperial 
Legislative Council. W. H. Massey, Finance Member, attnbuted 
the divergence partly to the ' precise ’ method of accounting 
adopted in pursuance of the leport by Foster and Whiftin. But 
the principal cause in his opinion was the vastness of the country. 
He said 

The Government of India is charged with the general super¬ 
intendence of five great subordinate Governments and three minor 
administrations It is no easy matter to exeicise a political control 
over distant dependencies, and the difficulty of such control is 
greatly increased when you have to supply and regulate the expendi¬ 
ture of these several states, varying as they do in the extent of their 
territory, in the races by which they are inhabited, in their social 

1 But, with a view to getting as correct a revised estimate as possible, the 
Finance Department used to wait for nine or even ten months Sir Richard 
Temple in Legislative Council, 19 November 1869 
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and commercial progress and in every element which goes to consti¬ 
tute a fixed guide and criterion in determining, according to 
European ideas, the scale of expenditure suitable to each particular 
province. Accordingly, we are compelled to concede a wide, and 
practically an unlimited, discretion in such matters to the local 
Governments and administrations, who are themselves forced to 
grant a large measure of license to distant ministerial officers. Thus 
we have not one budget to deal with, but eight local budgets com¬ 
plete in all their parts, and over neither one of these eight budgets 
has the supreme Government that control which is necessary for 
the purpose of finance. 1 

During Lord Mayo’s viceroyaltv, endeavours were made to 
rectify this defect But the unceitaintus of the opium revenue 
and the lack of a pioper system of financial control in the Public 
Works Department, made it difficult to make satisfactory budgets. 
In this connexion, Mayo said 

Account is a record of fact, estimate is a matter of opinion 
and forecast, there is as much different e between an account and 
an estimate as there is between a good eight-day clock and the 
divining rod of a magician An American humorist, Mr Artemus 
Ward, gave very sound advice to Ins disciples when he said ‘Never 
prophesy unless you know ' Now, unfortunately, my Honourable 
friend [the Finance Member| is obliged to prophesy when he does 
not know, when he cannot know and when no one else knows 2 

However, thanks to the indefatigable Inborns of Mayo and his 
Finance Member (Sir Richard Temple), the discrepancies above 
noted were largely rectified. 

The official year of account in India formerly closed on 
HO April, but from 18fifi-7 it closed on HI March This change 
was made chiefly with a view to the earlier transmission of the 
annual accounts and estimates to England for submission to 
Parliament, The transactions of 18(56-7 weie therefore confined 
to eleven months. 

In 1871, a Select Gommittee of the House of Commons on 
East India Finance remarked in its interim report that it was 
unable to proceed with its work ‘ in consequence of the accounts 
of India not having been prepared in such a manner as to show 
the results which should he known to enable a judgement to be 
formed on important questions affecting the finances’. It there¬ 
fore recommended that instructions should be given to the 
Government of India, so that the accounts of the various Govern¬ 
ments in India might be prepared ‘ on a umfoim basis and in suffi¬ 
cient detail ’ and ‘ with exact explanations of important changes 
in system ’. 3 Accordingly, the Government of Tndia carried out 
various modifications in the method of accounting and deputed 


1 Financial Statement, 1867-8, pp 137-8 
' Legislative Council Proceedings, 21 March 1871, p 132. 
Select Committee Report (1871), p. in 
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E. F. Harrison, Comptroller-General of Accounts, to England to 
cany out further improvements and to present the Govern¬ 
ment’s accounts to the Parliamentary Select Committee. After 
his return, a thorough reform was carried out, and the finance 
accounts of the Government of India thus became clearer and 
more precise than before. 

§7 The Indian Currency System 

The need for currency reform was also pressed on the Govern¬ 
ment after the Mutiny The position before 1858 may be briefly 
sketched here. In the eighteenth century, gold, silver and copper 
coins of numerous denominations passed current in India Gold 
mohurs were used m Bengal and Bombay, and the gold pagodas 
of Madras treely circulated in the presidency and were used in 
the payment of tevenue Side by side with them silver rupees 
of various denominations were also used, but four varieties 
eventually predominated, namely 


Denomination 

Pure silver content 
(grains) 

Sikka rupee (Bengal) 

175-9 

Surat rupee (Bombay) 

164-7 

Arcot rupee (Madras) 

166-5 

Lucknow rupee (N India) 

165-2 


Only the first denomination (Sikka rupee) retained the full 
value of the Mogul rupee; the other three had deteriorated 
Accounts in Bombay and Bengal were kept in ‘ current ’ rupees 
(representing the estimated value of the standard com) 

The inconvenience of having a variety of coins w-as long felt; 
a further trouble arose when gold appreciated after 1820. The 
Company tned to maintain a paiity between gold and silver coins, 
but it soon became difficult, and by the working of Gresham’s 
law gold was driven out of circulation. A drastic reform was 
therefore necessary By the Currency Act of 1835, silver mono¬ 
metallism was adopted in India, with the rupee as the sole legal 
tender. The coinage of gold mohurs was permitted by the Act, 
but it was not to bo legal tender and had to pass at its market 
value. In 1852, public treasuries were prohibited from receiving 
gold coins. The new rupee was based on the Arcot rupee of 
Madras, weighing 180 grains and containing 165 grains of pure 
Bilver. Half-rupees, quarter-rupees, annas and pies were also 
coined on a uniform basis Further, the management of the 
currency was taken over by the Governor-General in Council, and 
henceforth remained entirely a central concern. Most of the 
Indian states also accepted the new currency partly or wholly, 
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and thus for the first time, the currency system of India was 
unified. 

A paper currency was also in use before 1858 and this gave 
some elasticity to the currency system Under the Acts of 1839, 
1840 and 1843, the Presidency Banks of Bengal, Bombay and 
Madras were authorized to issue notes payable on demand, but 
the circulation of the notes was limited to the presidency towns. 
Outside those towns, a discount had to be paid; even in Delhi 
and Agra, the discount came to Re 1 for every 100 rupees. Nor 
were they legal tender Indian traders went on using hundis in the 
traditional style. The Government had frequently to transport 
treasure from treasury to treasury, and in this w'ork the ‘ Native ’ 
army was employed. 1 Thus, the currency system of the time was 
unsuited to the needs of modern economic life 

Sir Charles Wood held strong views on currency He took an 
active part in the measures leading up to the Bank Charter Act 
of 1844, and as Chancellor of the Exchequer he had to deal with 
the monetary crisis of 1847 Wilson, the Finance Member, had 
also settled views on currency, and apparently thev were not 
quite in agreement with those of Sir Charles Wood Soon 
after his arrival, Wilson drew up a minute 2 recommending the 
withdrawal of the paper currency then in circulation, the issue 
of Government notes with the authority of legal tender and the 
building up of a resetve in coin and bullion to the extent of a 
third of the notes issued, the rest being covered by Government 
securities Wilson died not long afterwards, and it fell to Lamg 
to put through legislation on these lines The Currency Act of 
1861 carried out Wilson’s chief objects, but the constitution of the 
reserve was ordained on more orthodox principles which were then 
triumphant in England Sir Charles Wood wrote 

The sound principle of regulating the issue of a paper circulation 
is that which was enforced on the Bank of England bv the Act 
of 1844, i e. that the amount of notes issued on Government 
securities should be maintained at a fixed sum, within the limit of 
the smallest amount which experience has proved to be necessary 
for the monetary transactions of the eountrv and that any further 
amount of notes should be issued on coin or bullion, and should 
vary with the amount of the specie in the Bank according to the 
wants and demands of the public 3 

Wilson, with more liberal views on currency, might have 
resisted such a lead from Home, though perhaps without success 
But Laing was prepared to follow the orthodox view; anyway the 
Act of 1861 restricted the fiduciary reserve within strict limits, 
following the example of England Currency notes were not to 
be issued for sums below Rs. 10. Wilson’s idea "was to make 

1 I T Pritchard, op cit , vol I , pp 98-0 

1 25 December 1860 

* Dispatch to the Government of India, March 1860. 
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the five-rupee note the smallest paper currency, and this was carried 
out in 1871, when piovision was made foi the issue of five-rupee 
notes. A Department of Issue was established at Calcutta; 
Madras, Bombay and Rangoon became the other head offices of 
issue, each with suboidmate offices in its circle. The Head Com¬ 
missioner of the Department of Issue was the Master of the 
Calcutta Mint; the Master of the Bombay Mint was also made a 
Commissioner. The notes issued by each head office were legal 
tender only within its circle Notes were issued on the tender 
of cm rent silver coin, standard silver bullion, other notes of the 
same circle or, if the Governor-Geneial so directed, gold. By this 
refoim the use of currency notes became popular, and that helped 
the giowtli of trade and commeice. 1 

Thus the Piesidency Banks had to give up their light of note 
issue To compensate them for this loss, they were made 
bankers to the Ciovernment and were entrusted with the manage¬ 
ment of the Government, debt In 1868 agreements wete entered 
into with the tlnee Banks specifying these tenns. The terms on 
which Government balances w r ere to be held became the subject 
of frequent cot lespondence between the Government and the 
Presidency Banks, but it is not pioposed to deal here with the 
various changes tint subsequently took place in this inspect 

The other measme on which the new Government set. their 
mind w'us the intioduetion of a gold (iineiiiy. Repeated attempts 
were made aftei 1860 to mtiodme a gold cm lent y, hut with no 
sm(ess. Tn 1864 the Chambeis of Commeice of Bengal, Bombay 
and Madras, and the Bombay Association (representing Indian 
mercantile communities) memorialized the Government for the 
intioduetion of a gold currency, and the Government, while un¬ 
willing to make the sovereign legal tendet, saw no objection to 
permitting the use of soveieigns and half-sovereigns coined in 
England or Australia, and lo leceivmg them in the public 
treasunes as had been done hefoie 185‘2 Accordingly, the 
Government notified that sovereigns and half-sovereigns would be 
received in payment of Government dues as the equivalent of 
Rs 10 and Rs 5 respectively The Directors of the Bank of 
Bengal pressed for making those gold coins legal tendei, but the 
Secretary of State decided that the time was not ripe for the 
adoption of a gold cmrency. After 1873, silver depreciated and 
along with it the rupee, the diastie changes which this necessitated 
in the cunency system of India will be dealt with later. 


§8. Indian Financial Statistics 

The various modifications sketched above have, perhaps, made 
the financial system mote efficient and scientific, but they have 
certainly made the financial statistics of India (till 1885) of doubtful 

* Moral and Material Progress (1872-3), p 13 
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value, at any rate for comparisons from year to year or 
from period to period. Statistical comparisons are not possible 
when frequent changes take place m the method of keeping 
accounts, in the unit of account and in the heads of income and 
expenditure. 

The changes in the system of accounts have already been 
explained In the result, some heads of account which used to be 
lumped together were separated, while others were consolidated. 
Before 1859, the expenditure was classified under tlnee 1 main heads, 
viz. (1) direct claims and demands upon the levenues including 
charges for collection and cost of salt and opium; (2) other charges 
in India; and (.3) charges m England The second item com¬ 
prised charges of the civil and political establishments, judicial 
and civil charges, public works including mihtaiy buildings, mili¬ 
tary charges, nuuine charges, chaiges of the Eastern Settlements, 
mint chaiges and inteiest on debt 2 3 Wilson's budget statement 
of 1859-GO classified expendituie under ten heads, namely, cost of 
collection, interest chaiges in India, nnlitniy chaiges, stoics (in 
England), munne chaiges, civil chaiges. 1 inaiine stores, stationeiy, 
mint, etc , miscellaneous, and gnatantced interests on railway 
< apital Wilson himself consnleicd tins classification to be un¬ 
satisfactory, and he contemplated, and his successoi earned out, 
a more detailed classification ot charges, and in the following 
year’s budget expendituie came under twenty-six heads In the 
new classification, the cost ot collection of tlie dilfcient items of 
revenue was given undei sepaiate heads, mil chaiges came under 
four separate heads (law and justice, police, education and politi¬ 
cal agencies'), and the dift’eumt chaiges met in England weie 
consolidated under the now famihai tcim ‘ Home Charges’ 1 The 
pi ogress of classification did not end heie In 1885-G the numbei 
of items increased to 15, and not long afterwaids fliev became 47 
Thanks to the efforts of Eord Ripon and his Finance Membei, Sir 
Evelyn Baring (later Loid CromeH, a systematization took place 
m 1885, and in the budget statement tor 1880-7 the accounts of 
the preceding ten years wete ineoipoiated in a leclassified form. 
Even after this refoim the accounts of the Government of India 
remained a mystery to most people 

Other factors which undeimined the comparability of accounts 
fiom year to year weie (1) changes in regard to the entry of the 
expenditure, especially that, on public works, of which an account 
will be given presently; and (2) the alteration of the financial 
} ear, which has been noticed already. 

1 Sir Eichard Temple’s Memorandum on the Administrative Measures connected 

with Finance, January 1869 

3 P N Banerjea, op eit , p 371 

3 Civil charges included all political, judicial and police establishments and 
all non-military public works 

1 From 1875 the item ‘ Home Charges ’ was split up under four heads, namely 
India, provinces, England and exchange This last item disappeared in 1899 
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The mystifying nature of the Indian accounts led to complaints 
from Parliamentary select committees and royal commissions. In 
1885-6, the accounts of the years from 1861-2 were recast, but 
even the majority report of the Royal Commission on Indian 
Expenditure (1895-1900) did not think it safe to accept the figures 
given except for the totals of income and expenditure; and the 
minority report regarded even the totals as unreliable and accepted 
only the restatement of accounts by Lord Cromer which went 
back only to 1875-6. 1 

Another cause of confusion was the alteration of the unit of 
account at different times. The unit of account in common use 
has always been the rupee, and the Government received their 
revenues m rupees But, for a long tune, the unit of account for 
budget purposes was the pound steiling Indeed the detailed 
accounts of the Government were kept in rupees and the only 
transactions in pounds sterling weie the charges in England The 
use of sterling in financial statistics caused some confusion owing 
to the difference between the English and Indian systems of 
notation, but the confusion became worse confounded when the 
rate of exchange between India and England began to fluctuate 
from 1873 Before that date the rupee was nearly always equiva¬ 
lent to 2.v and this had been fairly steady from 1835 when the 
rupee became the legal tender Tt, was therefore easy to convert 
rupees into pounds, hut from 1873 the value of silver declined 
and the rate of exchange between the rupee and the pound 
began to vaiv from dav to day Fiona 2.9 it fell to 1.9 Id 
in 1893, but owing to the closing of the mints in that year the 
rupee appreciated to 1.9 Ad , and in 1898 it was stabilized at that, 
rate. The ratio remained at that level up to the outbreak of the 
Great War 

Two lesults follow from the depmmtion of the rupee and its 
stabilization at a new parity Firstly, this makes the chrono¬ 
logical comparisons of Indian revenues of doubtful accuracy owing 
to the change in the value of the unit of account. Thus a revenue 
of Re 1 crorc would have been £1 million before 1873, but 
only £666,667 after 1898 Secondly, a further element of specu¬ 
lation was introduced into the Indian budget, which was even 
otherwise largely a matter of speculation. The budget is always 
made up before the beginning of the financial year, and no 
financier was able to say exactly, m advance, how much the 
sterling obligations would be during the ensuing year. If the rate 
of rupee exchange rose, the Home Charges became lighter, but if 
it fell, their burden was enhanced thereby. If the ‘ budget rate ’, 


1 Report and Minutes of the Royal Commission on the Administration of the 
Expenditure of India, vol TV (Financial Report, 1900), pp 31 and 164 

Stephen Jacob stated that a fair comparison could not be made of the expend), 
ture of years prior to 1875, owing to the different modes of keeping accounts See 
vol I, p. 186. 



THE REFORM OF THE FINANCIAL SYSTEM 


107 


i.e, the rate estimated in the budget, happened to be higher than 
the average rate during the year, there would be a deficit; if 
lower, there would be a surplus. As the Home Charges went on 
growing, especially after the increased investment of foreign 
capital in India, the fluctuation of exchange became an embarrass¬ 
ing factor to the Indian Government Up to 1886, such deficits 
were the rule owing to the demonetization of silver, and the 
Government entered under the heading ‘ loss in exchange ’ the 
difference between the actual rupee exchange and the traditional 
standard, which was 2$. After 1886, the Government adopted 
the system of giving the expenditure in India in the new unit of 
‘Rx.’ (10 rupees) and the expenditure in England in A The 
loss in exchange was then given in R\ and in the fourth column 
the total expenditure was given in Rx, In 1886 the accounts of 
the previous ten years were recast on this basis When the rupee 
was stabilized at the new parity of is, 4d in 1808, the above 
system was given up and the pound sterling was again adopted 
as the unit of account in the Indian budget, but the conversion 
of rupees into pounds was made on the basis of Rs. 15 per A' 
The loss in exchange was henccfoivvard debited to the Gold 
Standard Reserve, 1 

All these changes have tended to mystify and confuse the 
student of Indian finance, and it is necessary, theiefore, to be 
careful m dealing with the statistics of the nineteenth century. 


1 C N Vakil, Fmrnia! Dctrlopmails in Modern India, pp 85 92, K T Shall, 
Sixty Year? of Indian Finance, pp 12-57 
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THE FINANCING OF PUBLIC WORKS 
§L The Need for a New Policy 

In no field of administration was the change of policy after the 
Mutiny greater than in public, works Before 1858, there was 
indeed a Public Works Secretariat of the Government of India, 
but the progress of public works was slow 1 Lord Dalhousie 
gave a gieat push forward to public woiks activity, and during his 
period of office the outlay on public woiks (exclusive of railways) 
rose from T‘250,000 per annum to £‘2,000,000 per annum Yet, 
the public works undertaken were chiefly for military purposes 
road-making proceeded too slowly, nngation made little progress, 
except in Madras and the Noith-Westein Provinces; and liulway 
construction was advancing at a snail’s pace. In 1857 there were 
hardly 300 miles of railway in India 

The Government, had long realized the economic value of liu- 
gation to the country as w T ell as the financial gain to themselves; 
but the Company, huckster-like, sluank from all schemes that 
involved huge monetary expenditure. Any large scheme of public 
works had to lie financed by loans, but loans were generally raised 
in India only for ‘ extraordinary occuncnees ’ like war, and such 
loans naturally raised some alaim m England Whatever public 
works were carried out by the Government had been financed out 
of cuirent levenue, and the increase of such bin dens on the 
taxpayer was natuially unwelcome 

After ]858 various circumstances brought home to the Govern¬ 
ment the imperative need for adopting a forward policy in regard 
to public woiks Firstly, ‘the occunences of 1857’, as Sir John 
Strachey tells us, ‘ gave such manifest proof of the enormous utility 
of improved communications that the systematic extension of roads 
in connexion with the main lines of railway, which were gradually 
coming into operation, was among the measures most earnestly 
taken up when the financial pressure caused by the Mutiny had 
subsided \ 2 3 Secondly, the expansion of commercial agriculture 
and the growth of plantations resulting from the rapid increase 
in the demand for Indian primary products in the growing 
industrial areas of Europe impressed the Government with the 
need for the extension of roads, railways and irrigation works. 


1 The Public Works Secretariat of the Government of India was constituted in 

1855. in the same year, provincial departments were established in Bombay and 
Madras 

3 Finances and Public Works of India (1882), p 87. 
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The cotton-grower of Bombay and Berar, the jute-grower of 
Bengal and the tea-planter of Assam weie badly in need of loads, 
and this demand forced its attention upon the Government 

For the moment, however, the public works that interested 
the Government of India most were military barracks. As 
Trevelyan said, the mania took possession ot the mind ol adminis¬ 
trators, and much money was devoted to the eonsti notion of 
barracks from 1865. Soon, however, the Government were roused 
ftom this preoccupation by the terrible famine of Bengal and 
Orissa in 1866-7. While the grain markets of Bengal were glutted 
with food-stuffs, a third of the population of the neighbounng 
region of Orissa died ot staivation, because them was no means ot 
tianspoiting the grain. With a gieat effort, giam was brought by 
sea, but it took a long time to cany it from the < oast to the 
stricken people in the interim 1 This tumble expeuence opened 
the eyes of the Government more than anything else to the urgent 
need for making more roads and railways In the Financial 
Statement for 1867-8, Massey said 

It any doubt has hitherto existed as to the expediency of 
engaging in great and extensive schemes of irrigation, that doubt has 
been completely dispelled by the lamentable events of the last year. 
There can be no deliberation in dealing with famine, and the issue 
forced upon the Government has been, not whether it lia 11 engage 
in speculations which may yield an mieeitain pioht, but whether 
whole districts of the countiv shall be exposed to a periodical depopu¬ 
lation for want of those preventive measures which human power 
can command. 2 


§•2 The Introduction of a Sew 1‘uhcy 

The urgent need for moie irrigation woiks and railways was 
recognized, but the question that lemained to be solved was as 
to what agency should finance them The Government had 
always been leluctant to bonow ioi such pm [loses and therefore 
sought private companies to undertake the woik on a guaiantee 
basis Private companies did come lot ward, and a tew railways 
were constructed, but owing to the use ot too costly matenals 
and lack of experienced operatives, piogiess was slow, losses 
were great and a heavy bmden fell on the public revenues. 3 
Similarly, the two canal companies that took up the 

1 According to Pritchard, the delay in providing relief was largely duo to the 
bureaucratic methods of the Governments in India Tlieie was a triangular duel 
between the Viceroy, the Governor of Bengal, and the Board of Revenue of 
Bengal. The Board of Revenue was asked for an explanation, and m their reply, 
they took their stand on the infallible gospel of laissez-faire ' See Indian Admini¬ 
stration, vol I, pp 239-43 

1 Legislative Council Proceedings , 5 March 1867, p 143 

' The Great Indian Peninsular Company began work in 1850 between Bombay 
and Thana. Next came the East Indian Railway, the Madias Railway, the 
Bombay, Baroda and Central India Railway and the South Indian Railway 
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Tungabhadra and Orissa canal projects expected quick returns and 
spent more money than was originally estimated, and so they were 
faced with financial ruin. Lord Canning was a firm believer in 
puvate enterpnse, and it was he who entered into an agreement 
with the East India Irrigation Company; but its operations on the 
Mahanadi Delta were proceeding too slowly, and, owing to the fear 
that land revenue would be enhanced on the irrigated land, the 
landowners gave a cold leeeption to the new canals. Thus, the 
canal construction was put off, and in the meantime the rains failed 
and famine broke out in Onssa The Madras Iingation Company 
had similar experiences with the Tungabhadra Canal. Both the 
Companies exhausted their funds and appealed to the Government 
for financial assistance or for further guarantees. 

This laised an interesting controversy. In 1863 Sir Charles 
Wood (Secretaiy of Htate) invited opinions from Indian Govern¬ 
ments about the soundness of entrusting irrigation to puvate 
enterpnse Sir Henry Maine argued against private enterprise, 
on the giound tlut an, light and water must never become private 
piopeity Sir John Lawrence (Yaeioy) objected to it on the 
ground that it would be unwise to place the people of India at 
the meicy of a British joint-stock company foi the supply of such 
an important aitacle as water. The Secretary of State decided 
that these works should be carried out by the Government with 
smplus revenue, available balances, and, failing these, loans. 
Masse>, in his Financial Statement for 1866-7, said that there was 
ample scope for both the Government and private companies 
Ai'tei all, a trading company had ruled the whole country for over 
a century without creating dismay among the people However, 
the central factor to be taken into account was that the profit 
from irrigation would accrue only gradually Therefore only a 
Government could have the inteiest to wait, for in India, there 
was, especially in those days, a vital connexion between irrigation 
and public revenue Hence the anxiety oi the Government to 
supply the ryot with water for his fields 

It w r as accordingly decided to finance iingation woiks by loans. 
Massey announced in April 1867 that in future the expenditure 
on irrigation works would be financed by loans, and that only 
the interest on the capital would be met from current revenues. 1 
Then, there arose another difficulty. Two rival schools of 
engineers were engaged in a controversy about the technique of 
irrigation works. ‘ We have had differences of opinion,’ said 
Massey, ‘ differences likely to arise between eminent engineers, 
as to the mode in which these works should be carried out. 
Whilst that conflict was raging, it was difficult for an unskilled 
Government to take upon itself to pronounce an opinion.’ Thus 
these learned discussions went on, while the people of Orissa died 


1 Financial Statement, 1867-8. 
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in large numbers. Pritchard naively remarks • ‘ It was as if two 
surgeons allowed a patient to die of haemorrhage while they dis¬ 
puted about the kind of bandage that should be used to stop the 
bleeding !1 

At last, the Viceroy made up Ins mind The appointment of 
Colonel (afterwards Su) Richard Strachey as Superintendent of 
Irrigation was a good beginning. He prepared a scheme of n liga¬ 
tion works, and the scheme soon received the approval of the 
Home Government. On 31 Mau.li 1868, the Viceroy placed 
before the Council a statement of the urigation projects contem¬ 
plated or started in the different provinces He also pointed out 
that although the Government were anxious to cany out in igation 
works, and had accepted the punt lple of financing them by bellow¬ 
ing, the utmost care was necessary that more designs should not 
be taken in hand than could be earned out with due regard to 
economy and to then resoimes which consisted ot hot towed 
money. The Government also obtained the set vices oi Hint} new 
civil engineers from England. ‘ It was the peculiar Hut\ ot the 
Government of India said Lord Lawiencc, ‘ to see that all 
proper precautions are taken to pi event the hasty or wasteful appli¬ 
cation of borrowed money to new works; and at the same time 
to provide all needful funds for the prosecution of works of 
ascertained utility and satisfactory design ’ 4 

The new policy was pushed through, and its success was 
due chiefly to the enthusiasm of Richard Strachey J The irriga¬ 
tion enterprises m Orissa and Kumool were put chased by the 
Government at great cost, but the ventures directly undeitaken 
by the Government were moie successful Up to 1880-1, the outlay 
on irrigation wmrks from borrowed funds came to T12,500,000 
(including the pm chase of the Orissa Canal works). The produc¬ 
tive works proved profitable to the state, and yielded a net return 
of 7 per cent, even in 1880. 


§3. Construction of Railways by the State 

In regard to railways also, a similar change of policy took 
place soon afterwards The Mutiny demonstrated the importance 
of railway extension, but the operations of the companies 

1 op cit , vol I, p 260 See also Select Committee Itcport on East India 
Finance (1873), pp 149-50 (Treveban), 355-7 (Lord Lawrence) Also Imperial 
Gazetteer, vol III, pp 328-30 Report of the Indian Irrigation Commission 
(1900-3), Part I, pp 27-8. 

J Speech on 31 March 1868, Legislative Council Proceedings, p 238 

' Major General Sir Kicliard Strachey, elder brother of Sir John Strachey, 
was an engineer and held many high posts, was Consulting Engineer, Railway 
Department (1858); Secretary, P W.D (1862), Superintendent of Iirigation (1866); 
Inspector-General of Railways, India Office (1871); President of the Indian 
Famine Commission (1878-9), acted as Finance Member and Military Member of 
the Supreme Council (1878-9); Retired and became Member of the India Council 
(1879-89), Member of the Herschell Committee on Cuirency (1892) He colla¬ 
borated with his brother in the work, Finances and Public Works of India. 
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proceeded too slowly, and their business position was far from pros¬ 
perous. As Sir William Denison, Governor of Madras, wrote, the 
guarantee system threw on the Government the greatest risks of 
railway constiuction with the least participation in profits, 1 and 
he suggested that the Government would benefit by directly 
undertaking it with borrowed money Laing, Finance Member, 
wrote that in the guarantee system all the advantages of private 
enteipuse weie neutralized. The Viceroy, Lord Canning, also 
agreed with these views The guaiantee system thus became dis¬ 
credited, and opinion grew steadily that the state should directly 
construct railways, but the depiessed condition of the Government 
finances stood in the way of immediate action. An attempt was 
made to invite companies, at least to constiuct feeder lines with 
no Government guaiantee, but without much success Modifica¬ 
tion of the old guarantees was also tried, but all this was not 
calculated to push on railway constiuction at the pace required in 
the conditions of the time 

In the (aso of railways, as ot litigation woiks, a loivvard step 
was taken by Loul Lawrence, when he was Vicetoy. In a 
dispatch of 1867, he pointed out that it would be politically 
dangeious and economically embanassing if large investments of 
private capital from abioad were made in India, and that direct 
railway constiuction and management by I he State was desirable 
and feasible. 2 These views weie supported by the members of 
Ins Council and by several expert engineers. It was also suggested 
that all the railways in India should be ultimately acquired by 
the Government. But the Secretary oi State did not approve of 
the proposal. Su Stafford Northcote was a firm believer in 
laissez-faire 

In 18(19 the Government ot India’s suggest ions met with a 
better tesponse fiom Whitehall, as m the meantime the Duke of 
Aigyll had become Secietary ot Slate In a Minute of 9 January 
18(19, Loul Lawieme cruslungly minted the arguments against 
railway construction by the State and established that under the 
guaiantee system the whole profit went to the companies and the 
whole loss to the Government. A vigoious onslaught was made on 
the gospel of laissez-faire in this Minute ‘ It is an abuse of 
language to describe as an inteifeience with pnvate enterpuse what 
is only a refusal to snppott piivate speculators and to guarantee 
them from all possible loss by the credit of the stale, or to allege 
that the investment of capital by pnvate persons is hindered by 
Government executing the woiks, when private persons refuse to 
do so at their own i isk ’ There was not the slightest doubt that 
the Government, with their long-standing expenence of public 
works m the country, could execute such works more cheaply 

1 Dispatch No 68 (Railway), 27 July 1861 

s R Strachey seems to have drawn up the scheme. J. & R. Stracbey, op. cit , 
p 91 
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than British companies which had little experience of Indian 
conditions. 

It had been suggested by the Secretary of State that state 
activity should be confined to ‘ political ’ lines and that ‘ commer¬ 
cial ’ lines should be left to private enterprise. Lord Lawrence 
pointed out in reply that under such an arrangement the Govern¬ 
ment would take all unprofitable lines and leave all the profitable 
ones to private companies, and into the bargain the companies were 
guaranteed against loss. Naturally, state effort, would be dis¬ 
credited under such conditions Therefoie both ‘political’ and 
‘ commercial ’ lines should be constructed by the same authonty, 
so that the loss on the one might be made good by the profit on 
the other and the Government should take up both 1 Lord Mayo 
accepted the same policy, and the arguments were pressed in a 
Dispatch of 11 March 1869. The Secretaiy of State finally agreed 
that the time had arrived for a change of policy in tins direction 
and advised the Government to raise money so far as possible 
in India and to keep a strict eye on economy and efficiency 2 
A scheme was prepared at once for the construction of 15,01)0 
miles of railway, comprising fifteen different lines 3 

§4. The Progress of Public Works 

Lord Mayo took a great deal of interest in public works and, 
deviating from precedent, he took charge of the Public Works 
portfolio along with Foreign Affairs, chiefly because much of the 
increase of expenditure was in tint department. As the member 
in charge, lie made it a point to make an annual statement of 
the work of the department in the Council and in this he was 
far ahead of Ins time In 1870 he told the Council about ‘the 
great advantage that would be denved, if members of Council in 
charge of the great spending departments, would lay before their 
colleagues a short abstract of the mode in which these great sums 
of money have been, and are to be, disposed of in order to give 
to the public an opportunity of knowing in detail how these sums 
are likely to be expended ’. 4 

In 1868-9, the actual expenditure of the Public Works 
Department was largely in excess of the budget grant Richard 
Strachey pointed out that ‘ the excess must be attributed to a 
failure on the part of the controlling ofticeis of (lie (Public Works) 
Department in the important duty of limiting the supply of funds 
to the disbursing officers, within the limits assigned by the grants 
regularly made by the Finance Department for the several heads 
of service under which the public works expenditure is divided ’. 

1 J. & R. Strachey, op cit, pp. 406-7; N Sanyal, Indian Hallways, p 76. 

a Dispatch, 16 July 1869. 

1 Legislative Council Proceedings (1870), pp 249-63. 

* Legislative Council Proceedings (1870), p. 233. 

8 
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However, he also added in extenuation of this irregularity : ‘ When 
it is remembered among how many different provinces this outlay 
is divided, and fuither among how many disbursing officers and 
on how many separate works the sum has to be distributed, the 
amount of individual irregularity is much less than might at first 
sight be supposed.’ 1 

In the year 1869-70 the total estimated expenditure of the 
Public Works Department was £8 millions of which £5‘3 millions 
were spent on ‘ ordinary ’ public works and £2-6 millions on 
‘ extraordinary ’ public works. They were distributed between the 
provinces as follows : 

£ £ 

Madras 835,000 N.-W. Provinces 865,000 

Bombay 1,450,000 Punjab 866,000 

Bengal . 1,360,000 Central Provinces . . 328,000 

Owing to financial stringency, these grants had to be cut down 
in the middle of the year by about £'800,000. To this must be 
added the amount given as interest on account of the Railway 
Companies under guarantee, i e l‘l ,570,000. Even then, the 
outlay was large. Mayo estimated that the expenditure of the 
Government of India on public woiks was 17 per cent, of the 
total available net revenue of India, which was put at £28,900,000. 2 * 

Nearly all the railway lines till then constructed were on the 
broad gauge (5 ft. 6 m ) J As their financial results were not 
encouraging, Lord Mayo decided to economize by constructing the 
new lines on a metre gauge (3 ft. 6 in.). In his opinion the 
narrow gauge would meet the requirements of India for a long 
time to come. He told the Legislative Council in 1871 

Tf a gentleman of small means, who proposed to start upon a 
journey, purchased an elephant in order to carry a donkey-load of 
baggage, 1 am afraid that his friends would consider him to be 
possessed of that limited amount of intelligence which nature has 
bestowed upon the humbler animal. 4 5 

Mayo also suggested a change of policy in regard to irrigation, 
but he recognized that there was one great difference between rail¬ 
ways and irrigation. The benefits from an irrigation work were 

1 Legislative Council Proceedings (1809), pp 340-1 

a The total net revenue was calculated by deducting from the gross revenue 
all imperative charges like costs of collection, interest payments, pension charges, 
etc See Legislative Council Proceedings (1870), p 239 

* The chief exception was the South Indian Railway, which was constructed 
on the narrow gauge 

* Legislative Council Proceedings (1871), p 440 A difference of opinion arose 
on the question of gauge. W T. Thornton read a long paper on this subject 
before the Institution of Civil Engineers, London, and a hot discussion on it 
continued for seven evenings! See Thornton, The Relative Advantages of the 

5 ft 6 in Gauge and the Metre Gauge for the State Railways of India ( 1873 ). 
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reaped by the people of a limited area, and therefore it was but 
fair to localize responsibility in regard to that. He said 

Everybody seems to desire irrigation, but many seem to desire 
that somebody else should pay for it. But as a matter of principle, 
the people in Madras should not pay for the enrichment of the 
Punjab, nor the people of Bengal for the irrigation of Sindh. Unless 
the Government are supported m organizing a system by which these 
works can be constructed without placing further serious charges 
upon imperial revenue, 1 greatly fear that many of these important 
operations may not be undertaken at all, or it they are undertaken 
they may run the risk of being stopped before they are finished 1 

His idea was that these woiks must be self-suppoituig ‘ We 
must establish lie said, ‘ a system of irrigation finance that will 
throw the main burden for the repayment of the capital and 
interest expended on these works upon the lands which benefit 
by them.’ The cost and returns of each work must be known. 

‘ We desire to separate as much as possible the finance of 
the reproductive operations from the ordimuy finances of the 
Empire ’ 

It was this conviction that impelled Lord Mavo's Govern¬ 
ment to pass the Northern India Canals and Drainage Bill in 
which it was sought to impose a compulsory w'ater rate on the 
whole area supplied by an lrugation woik It was supjiorted by 
Richard Temple, John Strachey, and others who were fit inly con¬ 
vinced of the justice of a compulsory rate, but several other influ¬ 
ential persons disagreed on various giounds and in the end, 
although the bill was passed by the Council, it, failed to leceive 
the assent of the Secretary of State 2 

Another step taken by Lord Mayo for extending the facilities 
of irrigation was to place on a secure footing the traditional tukkavi 
system. It was not sufficient to provide large lrngation works 
and the mam channels. A large number of smaller channels were 
necessary to bring the water into the fields, and they were neglected 
in several places owing to w r ant of capital This caused delay 
m irrigation works being properly utilized and made them in¬ 
effective in preventing famine It also put off indefinitely the 
day when the canals would give an adequate return on the capital 
invested. Accordingly a Land Impiovements Bill was passed by 
the Council in 1871 The Madras Government objected to it on 
the ground that it would result in the ‘ reckless spending of 
millions ’. It was also remarked that the central Government was 
trying to throw on private individuals the financial burden of 
works which it was the duty of the state to carry out. Lord 
Mayo, who was greatly instrumental in carrying out this legisla¬ 
tion, referred to the success of the system of Government advances 
which was in operation in Ireland especially during the great 


1 Speech on 31 March 1871 Legislative Council Proceedings, p. 441. 

2 Legislative Council Proceedings (1871), pp. 65U-63, 671-717. 
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famine there. ‘The whole system’, he said, ‘worked like clock¬ 
work, with great advantage to the country and without the 
smallest risk of present or future loss to the state 

In the same year an Act was also passed to enable munici¬ 
palities and other local bodies to borrow from the Government for 
carrying out public works. 1 2 3 These three Acts were very helpful 
in the extension of local public works. 

The borrowing programme of the Government from 1869 will 
be clear from the following table which gives the annual outlay on 
state railways and irrigation works, and the amounts raised by 
loan 


Year 

Outlay on public 
works extraordinary 

Amount raised 
by loan 


£ 

£ 

1869-70 

2,599,614 

5,681,431 

1870-1 

. 1,167,810 

3,626,235 

1871-2 

1,628,474 

2,544,285 

1872-3 

2,184,569 

2,063,922 

1873-4 

3,553,307 



Total . 11,133,774 

13,915,873 


Of the £13 millions thus borrowed, £1-5 million was repaid in 
187*2-3, and the balance was £12-4 millions. Of a total of 
JG13 millions borrowed, T12 millions was raised in England. A 
Resolution of J873 laid down an annual borrowing programme of 
millions, but for various reasons, this was later reduced to 
T3 millions 

Besides the outlay on ‘ extraordinary ’ public works mentioned 
above, considerable sums weie spent on ‘ ordinary ’ public wrnrks. 
Generally such expenditure was larger than the outlay on ‘ extra- 
ordinaiy ’ works mentioned above. 

The return from capital works cannot accrue immediately. 
Nevertheless, owing to the nature of the works selected, the 
Government did not incur any loss. The canals paid 6 per cent, 
and the railways 5 per cent on the capital invested. To this must 
be added the indirect benefits, the increase of economic prosperity 
and the prevention of famine. 

§5. Military Barracks 

A large part of the public works carried out during the period 
consisted of buildings for the housing of European soldiers in India. 
A Royal Commission reported in 1863 on the very insanitary 

1 Legislative Council Proceedings, 28 September 1871, p, 647, also 1870 

pp. 497-500 and 1871, pp 157 , 613, 643-9. 

3 Legislative Council Proceedings (1871), pp. 4-8 and 611-8. 
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conditions in which the British soldiers in India had to live. 
Although Sir Charles Napier, when Commander-in-Chief, had 
carried out some improvements before the Mutiny, most of the 
barracks outside the Punjab were of one storey, imperfectly ven¬ 
tilated and with ill-arranged drainage. Some of them were tem¬ 
porarily put up to house the new European force of 20,000 
additional men whom the Mutiny brought into the country. Lord 
Elgin was impressed by the Sanitary Commission’s proposals, and 
in 1863 he decided to construct new barracks, and appointed Col. 
W. A. Crommehn in charge of the scheme 1 Lord Lawrence was 
even more convinced in the matter, and he decided, after some 
consultation, to put up two-storeyed buildings, as it was opined 
by various authorities that sleeping on the ground floor was often 
the cause of malaria. The total estimated cost was between 10 
and 12 million pounds. Trevelyan wanted to spread the expendi¬ 
ture over five years and to raise part of the amount by 
loans, as it would be unfair to put the whole burden on current 
revenue. The Secretary of State theiefore decided that ‘ when 
the surplus revenue and available balances prove insufficient to 
supply the requirements of the country, funds, by means of 
loans, shall be raised ’. 2 Massey continued this policy and for 
two years a part of the funds was borrowed. 3 But subsequently 
doubts arose about the advisability of borrowing for unremunerative 
purposes, and it was decided, and the Secretary of State insisted, 
that the new military buildings should be financed from ordinary 
revenue. Thus barracks ceased to be extraordinary works, and 
year after year between one and two million pounds had to be 
spent on barracks, and this generally formed more than half the 
annual expenditure on ‘ ordinary ’ works 1 Further, the estimates 
were largely exceeded owing to the risings prices and wages. 
The cost originally estimated was £180 per soldier; the actual 
cost came to £250 per soldier 5 The result w T as that ‘ noble 
structures, providing for the marned and unmarried soldier quarters 
equal to the best to be seen in any country, were rising up at 
Allahabad, at Lucknow, at Hyderabad, at Poona, at Bangalore, 
at Indore and at many other stations,’ 6 but aR a result there were 
frequent deficits. 

Sir Charles Trevelyan, among others, severely criticized the 
policy of constructing barracks at such excessive cost. In his 
evidence before the Select Committee on East India Finance, he 
said : 


Every now and then a fever, a sort of epidemic, takes posses¬ 
sion of the public mind; the idee, the mania of an individual, becomes 


Besolution, 2 July 1863 * Financial Statement, 1865 

Financial Statement, 1867 

B Strachey's evidence before the Select Committee (1872). qq. 6855-9. 

W A. Crommelin's evidence before the Select Committee (1873), qq. 56-75. 
Temple’s speech, see Legislative Council Proceedings (1869), p 109 . 
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intensified when it seizes npon the public mind. Well, we had a 
fever of sanitation a few years ago, and one result of that is, that 
the people of India have been let in for an expenditure of £10,000,000 
or £11,000,000, much the largest portion of which has been entirely 
thrown away, m new barracks 1 

Trevelyan quoted this as an example of Indian expenditure 
increasing abnormally owing to influences from Home. Grant 
Duff questioned the statement that the bairacks were forced 
on India by the Secretary of State, but Trevelyan held his 
ground. 

Another line of criticism was that the plan of the building was 
not suited to all parts of India. ‘ A standaid plan ’ for barracks 
was accepted for the whole of India, but that was rather unsuit¬ 
able Sir Hurtle Frere wrote . 

Of all crotchets, this ‘ standard plan ’ crotchet is the most 
runaway of hobbies Of course the ban neks can be built according 
to the ‘ standard but thev must be at best necessarily unsuitable 
m a ratio varying as the distance of the site where they are built, 
from the spot where the standard-plan-maker learnt his notions of 
comfort 

Frere was theiefoie in favour of each province building barracks 
suited to its conditions and needs. 

Let us all try who can do best for our soldiers with the money 
you can give us Let us compare notes and learn by each other’s 
success or failure and then in ten years’ tune, vou rnav be able to 
tell how soldieis should he housed in each province. But the 
‘ standard’ set up h\ expenence for one province will always differ 
more or less fiom the ‘ standard ’ of its neighbours. 2 

Sir Chillies Ttevelyan had apparently given his consent to two- 
storeyed buildings in 18fi4, 3 but m 1873 he vehemently criticized 
the whole policy He said 

The particular kind of buildings two or three storeys high pre¬ 
senting laige surfaces of stone and brick and tile to the Indian sun 
was totally unsuited to the circumstances of the country, the true 
model is the Indian bungalow 4 

However, in 1870, it was resolved that upper storeys were only 
necessary in damp places. In the hill stations a much less 
expensive style of building was adopted The total expenditure 
on all militaiy works in the period 186‘2-72 was ,£10,800,000 or 
an average of one million pounds a year 


1 Select Committee Report (1873), q 118 

3 Letter to Trevelvan, 24 November 1803, see J. Martineau, op cit., vol. I, 
p 430 

3 Minute, 19 March 1864 

4 Select Committee Report (1873), p. 23; but in 1864, he said: ‘ I agree with 
the Governor-General in preferring upper-storeyed barracks ... I am entirely 
against the cottage system.' See Minute, 19 March 1864. 
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§6. Public Works Administration 

When the policy of carrying out public works with borrowed 
funds was adopted in 1867-8, the works so undertaken began to 
be called ‘ Extraordinary Public Works as they were not paid 
for out of the ordinary revenue of the year, and a separate account, 
showing capital, interest and working expenses was kept for each. 1 
This practice, in some form, seems to have obtained since 1855, 
but Wilson did away with that distinction between ‘ ordinary ’ 
and ‘ extraordinary ’ expenditure, as both were drawn from current 
revenue. 2 3 With the resort to loans, the term ‘ extraordinary ’ did 
have a real significance. But ‘ extraordinary ’ public works com¬ 
prised not only remunerative works, but others which were of 
doubtful remunerativeness like the Onssa lingn+ion works and the 
Calcutta and S E. Railway and even unproductive works like the 
military bairacks. Such works were indeed needed for protection 
against famine or foreign invasion, but it was necessaiy to separate 
productive public works financed by loans from other works 
financed from the current revenue That part of the debt con¬ 
tracted for works regarded as remuneiative was marked off from 
the ordinary or unproductive debt and was charged to the capital 
account. This new system was explained in the Public Works 
Resolution of July 1878 

The introduction of the new public works policy necessitated 
changes in administrative machinery A central Secretariat had 
been in existence since 1854 to eontiol lingation, railways, civil 
and military buildings and communications Owing to the growing 
complexity of its activities, this Secretariat was later split up 
Tn 1868, an Inspector-General of Military Works was appointed; 
and in 1867, a similar Inspeetor-Geneial was appointed for irriga¬ 
tion Richard Strachey was the first holder of the latter post. 
Tn 1866, three branches of the Public Woiks Secretariat were 
formed, each under an assistant secretaiy the Military Woiks 
Branch, the Civil Woiks Branch (including Irrigation) and Rail¬ 
ways; and m 1870, the Public Works Account Department was 
recognized as a fourth branch of the Secretariat with a deputy 
secretary m charge. Tn the following decade the Military Works 
Branch was completely separated from the Public Works Depart¬ 
ment and became part and parcel of the army organization. Thus 
ended the connexion between the Public Works Department and 
military works. 


1 J & R. Strachey, op cit , pp 94-5. ‘ The truth is that these so-called 

extraordinary public works . . are only extraordinary on account of their magni¬ 
tude and of the difficulty, at all times, of providing for them out of the ordinary 
revenues. In no other sense are they extraordinary '—John Strachey m the 
Legislative Council, 1868 

3 Sir Richard Temple, Memorandum on Administrative Machinery connected 
with Finance (1869). 
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The consulting engineers for railways were originally under 
the provincial Governments. With the construction of railways 
by the State, greater centralization in the hands of the Government 
of India became necessary, and it was moreover undesirable to 
have lines which traversed more than one province under the 
control of the various provincial Governments. The consulting 
engineers became officers of the Government of India, except in 
Madras, Bombay and Buima, where they remained secretaries for 
railway purposes to the local Governments. The Bengal Govern¬ 
ment continued to have some control over the Eastern Bengal 
Railway. 

The growth of the Public Works Department may be seen from 
the following table showing the expenditure on public works in 
the five decennial years 1842-3, 1852-3, 1862-3, 1872-3 and 1882-3. 
It also brings out the total expenditure of those years and the 
proportion that public works expenditure bore to total expenditure. 
It must be noted that in the public works expenditure is included 
not only capital outlay by the Government but also working ex¬ 
penses of the state railways and canals, together with all charges 
for interest (namely, interest paid to guaranteed and subsidized 
companies, and interest debited in respect of capital outlay on pro¬ 
ductive works even when that capital was not actually bouowed 
but was provided out of revenue) Thus it represents all the 
financial transactions both on capital and on revenue account 1 


Expenditure on Total 


Year 

public works 
£ (millions) 

(1) 

expenditure 
£ ( millions ) 
(2) 

Proportion 
(1) to (2) 

1842-3 

•19 

21-43 

•96 

1852-3 

•63 

25-27 

2-53 

1862-3 

4-40 

37-75 

11-58 

1872-3 

12-52 

56-87 

21-96 

1882-3 

23-71 

73-09 

32-48 


1 Moral and Material Progress (1882-3), pp 263-1 
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THE LAND REVENUE SYSTEM, 1858-1900 

§1. Modifications in the, Tax System after 1858 

The transfer of the Government of India to the Crown was 
followed by some changes m the revenue system of British India. 
Until 1858, land revenue formed about one-half of the total 
revenue of Bntish India, and fiscal monopolies in opium and salt 
contributed about 30 per cent. Customs, excite and other indirect 
taxes brought in very little, and there was no tax on income. 
This antiquated revenue system, which pressed so heavily on land 
and so lightly on noil-agricultural incomes, was modified after 
1858, laigely owing to the needs of the central Government The 
first Finance Member, Janies Wilson, enunciated some new prin¬ 
ciples in lus budget speech ‘All taxation’, he said, ‘must be based 
on the postulate of perfect equality and justice as between the 
different classes of the commumtv.’ He also laid down that ‘ all 
taxation must be m accordance with sound commercial and financial 
policy’. 1 Accordingly, he intioduced a direct tax on income and 
reduced the burden of indirect taxes The principle of free trade 
which he enunciated was subsequently put into opeiation by 
Straehey and Baring, who were even more ardent in its advocacy. 
But after 1914, the tide turned and customs duties were gradually 
increased, first in the interests of revenue and later with a view 
to protection. 

Important changes were also made in the assessment and col¬ 
lection of various taxes. In this chapter and the next, the 
principal revenues of India during the period under survey wall 
be dealt with. 

§2. Proposal for extending the Permanent Settlement 

A standing complaint against the Government throughout the 
nineteenth century was that the high land revenue assessments 
in the temporarily settled tracts were responsible for the frequent 
outbreak of famine in the country. Colonel Baird Smith, who 
was appointed by the Government to inquire into the famine of 
1860, held this view, and he made a strong recommendation in 
favour of ' fixing for ever the public demand on the land ’. He 
wrote : 

It may be supposed that a great sacrifice of public revenue is 
involved in the concession of a perpetually fixed demand on the 


1 Budget speech, 19 February 1860 
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part of Government. It is to be observed, however, that, with a 
single exception to be noticed separately, the recent tendency of the 
measures of Government has shown a different conviction, and indi¬ 
cated a belief that its interests are best secured, not by general 
enhancement, but by general lightening of its demand on the land . . . 
The land would enjoy the benefit of such accumulations and as a 
necessary consequence of the increased prosperity of that class which 
must always be the very core of native society, and with the 
strength and the weakness of which the social fabric generally must 
always have the acutest sympathy, trade and commerce and general 
wealth would not only increase, but as years passed on the commu¬ 
nity must grow' stronger and stronger and the risk of its collapsing 
under any such calamities as that wo are now considering would 
gradually become less and less 1 

Of the provincial Governments, Bengal, of course, supported 
the proposal The North-Western L’rovinces favoured the intro¬ 
duction of the Permanent Settlement on the giound that it would 
save the expenditure on |<euodieal re-settlements and would 
enhance the prosperity of the people by increasing the investments 
in land and by raising the value of landed piopeity. 2 On the 
other hand, the Punjab Government pointed out that the public 
fisc would lose by making the Government demand permanent 
Tn most parts of the country, land values were increasing, and 
the rising prosperity of the landed classes justified a higher burden 
on land, but that would not he possible under a permanent 
settlement On the Supreme Council Frere and Laing supported 
the proposal. The Secretary of State (Sir Charles Wood) reviewed 
the whole question and resolved to sanction a permanent settle¬ 
ment wherever the existing settlement was equitable and fair, 
and where no considerable increase in the revenue was to be 
expected It was anticipated that these conditions were fulfilled 
in the greater part of northern India 

Lord Lawrence, who became Viceroy in 1864, proceeded to 
carry out the intentions of the Secretary of State But he found 
great practical difficulties in the way In 1864-5, it was decided 
not to make the settlement permanent m the case of estates or 
villages where the cultivated land did not amount to four-fifths 
of the cultivable area Subsequently, the extension of irrigation 
works in northern India made it unprofitable for the Government 
to carry out a permanent settlement 

In 1871 this question was further investigated by the Select 
Committee of the House of Commons on East India Finance Sir 
Charles Trevelyan and Lord Lawrence gave evidence strongly 
supporting the extension of the permanent settlement on the condi¬ 
tions prescribed by Sir Charles Wood Trevelyan cited the example 
of Bengal ‘ Bengal is the garden of Tndia; it is a wonderful 


1 Report, 14 August 1861 
3 Minutes, 5 and 21 December 1861 
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country. Notwithstanding all the mistakes which were made, and 
the deteriorating, disqualifying circumstances, especially the fact 
that the persons with whom the settlement was made were not 
really the owners; notwithstanding all that, Bengal has flourished 
wonderfully under the Permanent Settlement.’ 1 Lord Lawrence 
emphasized the unsettling effect of the thirty years’ settlement 
and said that permanent settlement would encourage the investment 
of money in land and the gradual growth of a middle class 2 On 
the other hand, Sir Robert Montgomery, Sir Charles Wingfield and 
others disapproved of the proposal to extend the permanent settle¬ 
ment, on the ground that it meant a large samfice of prospective 
revenue, especially m periods of rising juices ~ This latter view 
appealed to the Select Committee at an early stage of its sittings, 
and it recommended (1871) that the pioteedmgs in regard to 
permanent settlement should be susjiended 

The controversy continued The coup dr grace came in 
1883, when the Sccietary of State finally agieed to the abandon¬ 
ment of the policy ‘ This decision was largely influenced by the 
fall of the rupee after 1873 Tn 1885, however, a resolution was 
passed by Lord Ripon. in vvlm h it was affnined that (1) the State 
should claim its shaie of the unearned increment on the value 
of land, (2) a rise in juices was to be legarded as one of the indi¬ 
cations of this increment, and (3) revision settlements should be 
made less arbitrary and uncertain and less troublesome to the peojde 
by ordaining that enhancement of revenue should be made mainly 
after an increase in the value of land 

In 1900 R C Dutt carried on a vigorous propaganda for the 
extension of permanent settlement, and m this he got the support 
of several retired British officers with long experience in India. It 
was claimed by them that a permanent settlement would insure 
the country against famine, and would increase the happiness and 
jirosperity of the people The Indian National Congress also took 
it up and passed resolutions condemning the temporary settle¬ 
ments. But Lord Curzon gave a crushing blow to this agitation 
and vigorously exjxised the fallacy of connecting temjiorary settle¬ 
ment with famine. His views are contained in the famous 
Resolution of 1902. 

It is interesting to trace the change of opinion among Indian 
politicians and economists on the question of permanent settle¬ 
ment. In 1900, following the lead of R. C. Dutt, the Indian 
National Congress and other public bodies vehemently supported 
the permanent settlement, as the ideal land revenue system for 
India; but since then, nationalist opinion on this subject has 
undergone a revolutionary change. The more advanced politicians 
and economists have come to consider the permanent settlement 


1 ibid , qq. 4423-37 
4 Dispatch No 24, 28 March 1883. 


1 Select Committee Report, qq 1251-8 
* op cit. (1871), qq. 1988-95 ; 923-4 
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as an inequitable contract and many of them want to overthrow 
it. 1 Nor is this the only subject in which such a drastic change 
has taken place in nationalist opinion. 

§3. Land Settlements tn the Central Provinces and Oudh 

Soon after the Mutiny, land settlements took place in the newly 
created Central Provinces and in Oudh, which came under British 
rule in 1856 Subsequently, Assam (1874) and Burma (1870-1904) 
also came under settlement. The land system of the Central 
Provinces was chiefly based on that of the North-Western Pro¬ 
vinces (with which it was previously connected), but shows some 
peculiar features The resemblance is seen in the system of survey 
and in the principle of assessment. The position of the malguzars 
was different from that of the zannndars of Bengal and the village 
communities m northern India Some of the malguzars were 
zamindars owning large estates preseived from partition by the 
custom of primogeniture; others were village headmen, but the 
great majority of them were individual landlords whose rights 
against the cultiv.itois vveie regulated by law. 2 The settlement 
was made for 20 years, and the malguzars were given the right 
of selling or mortgaging their lands The Government demand 
was limited to one-half of the rental of estates. Subordinate 
tenures were recognized The position of the actual cultivators 
was safeguarded by the Tenancy Act of 1883, which recognized 
three classes of tenants • absolute occupancy tenants, occupancy 
tenants and ordinary tenants Piovisions were also made for 
restricting the alienation of home farm lands by proprietors and 
for prohibiting transfer of rights by occupancy and ordinary 
tenants This placed the land revenue svstem of the Central 
Provinces on a proper basis 

Oudh was annexed in 1856, and settlement operations began 
in 1860 The land revenue was settled with talukdars, who were 
local chiefs in possession of large estates and of great popular 
influence. At first, the idea was to regard the talukdars as 
usurpers and to make settlements with the subordinate village 
proprietors. This made Oudh one of the storm centres of the 
Mutiny. In 1858 Lord Canning issued a proclamation reviving 
and perpetuating the old talukdari system. He said • ‘ Be assured 
that so long as each one of you is a loyal and faithful subject 
and a just master, his rights and dignity as a talukdar will be 
upheld by me and by every representative of your Queen and 
that no man shall disturb them.’ 3 The insurgents who made their 

1 This change of view is well reflected in K T. Shah’s Stxty Years of Indian 

Finance, pp 225-9, where he attacks the Permanent Settlement However, as 
late as 1919, a member of the Madras Legislative Council brought forward a 
resolution for the introduction of permanent settlement. 

3 Moral and Material Progress (1882-8), p 137. 

3 I T. Pritchard, op. cit , vol. I, p 34 
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submission received back their old estates; those who had proved 
loyal throughout received large additional lands assessed in per¬ 
petuity at a low rental. The adoption of the custom of primo¬ 
geniture and the conferment of the freedom to devise by will also 
strengthened their position. In 1900 the Oudh Settled Estates 
Act was passed with a view to regulating family settlements and 
preventing the decay and disintegiation of ancient estates. The 
rights of under-proprietors were also recognized The Proclama¬ 
tion said ‘ As the Government has been generous to you, so do 
you be generous to those who hold under you, down to the humblest 
tiller of the soil Aid them by advanc< i of money and other 
indulgences to increase the productiveness of the land, and set 
them an example of ordei and obedience to your i nlers ’ A 
Tenancy Act was passed in 1880, but it may be mentioned that 
in Oudh the occupancy right cannot be acquued bv piescnption 


§4. The Reorganization of the Madras System 

In the older provinces except Madras hardly any important 
change took place in the revenue system after 1858 The methods 
of revenue survey and settlement were improved from time to 
time, and unsuccessful attempts were made to introduce a perma¬ 
nent settlement. 

The two chief types of settlement m Madras were the 
zammdan and the ryotwan The details of the zamindan system 
were fixed long before and undeiwent little change during the 
period under survey The notwari temue underwent large 
changes. 

Munro’s settlement was defective, as already shown The 
rates fixed by him were too high, and a laige share of the estimated 
net produce was taken by the Government Munro also intro¬ 
duced money payments, but as this came at a time when puces 
were falling and money was becoming scarce, it only added to 
the burden of the ryots. Munro’s survey was also defective The 
instruments used were crude and the subordinates employed were 
untrained • it is said that by the tune he had completed his survey 
a revision was necessary. All this called for a smvey and settle¬ 
ment on a more scientific basis 

The correspondence relating to the new suivey lasted for about 
ten years. The Madras Survey Department had been in existence 
since 1800 for trigonometrical work, but in 1858, under Colonel 
Priestley, it took up revenue survey work also. In 1903 it came 
under the Board of Revenue. The chief characteristics of the 
new scheme were a cadastral survey combined with a perfect 
topographical survey on a trigonometrical basis and the laying of 
permanent boundary marks. It was based on the English method 
and yielded correct results. In order to avoid resurveys, the Land 
Records Department was organized for the purpose of maintaining 
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boundary marks .and indicating changes of ownership on the field 
map. 

The basis of assessment was not finally settled in 1855. At 
first the idea was to demand 25 per cent, of the gross produce; 
but in 1864 it was decided that the net produce, l e the value 
of the crop after deducting cultivation expenses, should be the 
basis of assessment and that the Government demand should be 
limited to 50 per cent, of the net value of the crop. The period 
of settlement was fixed at .30 yeats. As the ryot had the ‘ freedom 
of cultivation ’, which meant taking up or relinquishing 
lands during the year, an annual ‘ settling up ’ or ]amabandi 
became necessary m order to ascertain the actual revenue due from 
lnm. 

The new revenue settlement comprised the following operations • 

(1) A careful mquiiy into the agricultural conditions of the 
district, conducted by the settlement officer lmnself, involving a 
study of the rainfall, the liability to drought, recent fiscal his- 
toiy, the state of nligation, communications and markets, and so 
forth. 

(2) Classification of soils earned out by a subordinate 
establishment 

(3) Determination of gloss produce and its value in cash on 
the basis of a commutation price fixed with reference to the 
average market price during the previous 20 non-famine years. 

(4) Assessment of revenue rates 

(5) Preparation of a register showing survey number, area, 
soil, assessment, etc., of every field and the issuing of pattas to 
the ryots 1 

Settlements on the above lines were begun in 1861 and district 
after district was taken up As each distuct took several years 
to settle, and as revision was due everv 30 yeais, settlement 
operations became a normal and continuous Government activity. 
The Settlement Department was placed m chaige of a Director, 
who m 1892 became also the head of the Agricultural Depart¬ 
ment. From 1889 he had been a member of the Boaid of 
Revenue There was much opposition from the beginning to 
the periodical enhancements of revenue In 1882 Lord Ilipon 
laid down the rule that in distucts which had been suiveyed and 
settled, there should be no enhancement of the land revenue except 
on the clear ground of an increase in prices This principle was 
embodied in the Madras Settlement Manual of 1887 Accordingly, 
gram values were to be unalterable; but the assessment would be 
revised every 30 years, according to the money value of the 
standard crop Nor was the classification of soils revised, so long 
as it was found equitable In practice, however, the assessment 
was heavy in some parts and light in others. 


1 Moral and Material Progress (1882-8), p. 142 
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The question whether the water rate should be compulsory or 
optional came up for discussion at an early date. Lord Lawrence, 
the Duke of Argyll and others were firmly convinced that a com¬ 
pulsory water late would cause serious trouble. ‘ 1 would almost 
not make a canal at all, however much I desired to do so, rather 
than make it obligatory on them (the cultivators) to take 
water,’ said Lord Lawrence to the Select Committee on East India 
Finance. 1 Several others, including Strachey, thought, on the 
other hand, that the compulsory levy of the water rate was justified. 
In the result, the water rate was made optional in Bengal, but was 
declared compulsory in most paits of Madras in 1900. The water 
tax was consolidated with the land tax, and the ryot had to pay 
it whether he took the water or not. This arrangement in 
Madras was clnelly due to the fact that while in northern India, 
water was conducted along water-courses bordering the fields, in 
Madras water flowed from field to field, and consequently it could 
not be excluded from a field surrounded by irrigated fields 2 

A tenth of the presidency was under mam tenure. Inarns are 
grants of the State’s interest in land, made in peipetuity or for 
a period, ordinarily in the form of an assignment of the land 
revenue derivable fiom a given aiea Such giants had been made 
lavishly in the eighteenth century, but aftci Butish occupation 
efforts were made to restrict them and this led to some disaffection 
in 1847 In 1858 a special Commission was appointed to inquire 
into the whole matter and as a lesult a large number of mums 
were enfranchised and assessed at a quit-rent in perpetuity. 3 

§5. Changes in the Bombay Land Revenue System 

In Bombay, a system of survey and settlement was introduced 
as early as 1835 by Goldsmul and Wingate, and it was legalized 
by an Act of 18(15 A single department, undei a Commissioner, 
controlled both the survey and settlement opeiations The Govern¬ 
ment of Bombay was opposed to a permanent settlement, although 
it agreed that, reckoned in produce, the settlement must be per¬ 
manent. The rise of prices, in its opinion, necessitated periodical 
revision of assessments. 

The revision settlements m Bombay began m 1866 and 
created some controversy. The abnormal demand for cotton in 
the early ’sixties produced a boom in prices, and a prosperity, 
more apparent than real, set in. The high prices formed the basis 

1 Report (1873), qq 4455-60 

1 See Moral and Material Progress (1901-2), p 159 R C Dutt thought that 
the compulsory rate in Madras was due to the autocratic attitude of the Madras 
Government and the lack of influential educated public opinion m the ryotwari 
tracts' see India m the Victorian Age, p 498 Dutt forgot that the Tanjore and 
Godavari Districts were among the most advanced in the country 

* Enfranchising an mam meant its conversion to private property by giving up 
the reversionary right of the Crown. 



128 FEDERAL FINANCE IN INDIA 

for the revision of assessments, and naturally the new rates were 
pitched high In some cases, the new assessments were between 
50 and 60 per cent, higher than the old. But the inevitable 
slump came, with all the usual undesirable consequences. Culti¬ 
vators found themselves unable to pay the land revenue and to 
repay the large debts they had contracted. Agrarian disturbances, 
followed, with noting and violence of various kinds. Dadabhai 
Naorop, giving evidence before the Select Committee of the House 
of Commons in 1873, attacked the revenue enhancement and 
remarked that a rise of prices due to exceptional and temporary 
causes need not have been taken into account for revenue revision. 1 
To inquire into the causes of the Deccan riots, a Commission 
was appointed in 1875, consisting of two Bombay officers and a 
northern India civilian, Auckland Colvin (afterwards Lieut.- 
Governor of the North-Western Provinces). The Commission 
dealt chiefly with the question of indebtedness, and devised 
measures for settling the exorbitant demands of moneylenders. 
A memorandum by Colvin discussed the weaknesses of the revised 
settlements 2 The Government took steps to restrain the money¬ 
lenders, and with this object in view the Deccan Agriculturists’ 
Relief Act was passed m L879 In the same year, a Land 
Revenue Act was also passed, which placed the ryots of the pro¬ 
vince on a secure footing. But no substantial change was made 
in the principles of assessment The high lates of revenue were 
maintained, and m the opinion of Sir William Hunter, ‘ the funda¬ 
mental difficulty of bunging relief to the Deccan peasantry is 
that the Government assessment does not leave enough food to 
the cultivator to support himself and his family throughout the 
year’. 

The revision settlement continued. By 1899, only half the 
villages in the presidency had been settled The assessments con¬ 
tinued at then high pitch, till the end of the century, and led 
to a smouldenng discontent which expressed itself in many ways. 


§6. Incidence of Land Revenue 

The giowth of land revenue from 1861 may be seen from the 
following table m which five-year averages of land levenue in 
British India are given 3 


Year 

£ 

1861-5 

13,287,000 

1866-70 

.. 13,327,000 

1871-5 

13,977,000 

1876-80 

... 14,076,000 


1 Select Committee Report (1873), qq. 6507-34 
a Dated 8 November 1875 

‘ Moral and Material Progress (1901-2), p. 161 
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Year 

1881-5 

1885-90 

1891-5 

1895-1900 

1900- 1 

1901- 2 


£ 

14,748,000 

15,622,000 

17,005,000 

17,973,000 

18,252,000 

19,101,415 


Thus the land levenue increased by t'O millions in 40 years. 
During the same period, tlie aiea imdei cultivation expanded 
largely; population increased by 75 pei cent , the foreign trade 
of the country quintupled itself, and the laigp use of prices 
lightened the real bin den of taxation. 

In the permanently settled meas, the tall ot incidence has been 
great. When the settlement was made in Bengal, the assessment 
fixed was as high as ten-elevenths of the estimated lental, but 
owing to the ineieuse in the itiea under cultivation and the letting 
value ot land, (he assessments subsequent 1\ fell to a fouith oi 
fifth of the gloss lental 

In the tempoiarily .settled tiacts, the (loveinment's settlement 
{>ohcy has been maiked bv a piogiessive moderation Tins is most 
conspicuous in the ease of the Not Ih-Westei n Piovinces (novv the 
United Provinces) In 18J2, 90 pea cent of the net assets was 
taken as land levenue in the piovnu e ot Agia, but b\ 1855 it was 
leduced to 50 pei cent The ‘ Sahaianpui Buies ’ ol that yeni 
limited the Gov eminent demand to hall the net assets Theie 
lias been a liuthei fall subsequently, due paitly to the decision 
to leave untaxed ptospective assets and improvements made by 
the landloid Allowances weie also made toi the vicissitudes ot 
the seasons and for the precauousncss ot cultivation 1 When 
Oudh was resettled, the Government demand was pushed down 
to 47 pci cent of the net assets In the tempoianly settled tracts 
of Orissa, the piopoition of the Government demand to net assets 
fell fiom 83-3 per cent m 1822 to 54 per cent m 1900, and the 
fall continued " In Madras, the adoption of the half-net rule 
reduced the incidence substantially, and assessments fell by 25 
per cent, between 1860 and 1900. In 1851-5, the average incidence 
was JRs. 2-44 pei occupied acre, but by ISOS, it had fallen to 
Rs. 1*87. * The same is largely tine ol Bombay also 

It- is extremely difficult, to calculate the incidence ol land 
revenue accurately. Estimates have been made at canons tunes, 
but they ate not eompniabie owing to the chveisitv of the data 
For instance, m the table given below, the total acieage given 
in 1878 was the cultivated aiea, while the figure lor 1900 was the 
net cropped aiea. Finlliei, the inclusion in 1900 of wafet cliaiges 

1 Report of the Famine Commission (1880), p 90 

1 Resolution on Che Laud Revenue I’ohcy ot the Indian Government (1902), 
pp. 13-15 

5 Resolution of the Board of Revenue, Madias, G Deceinbei 1900 

9 
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m the case of Madias and Smd has <>ieatly exaggerated the 
incidence for those hvo provinces These facts must be kept in 
mind while diawing conclusions fiom the following table 


INCIDENCE OF LAND REVENUE PER ACRE OF CULTIVATED 
LAND IN 1878 AND 1900' 




1878-9 



1900-1 


Province 

Cultivated 

area 

(000 

omitted) 

Inculei 

ce 

Net cropped 
area 
(000 

omitted) 

__ 

Incidence 




Ks 

a 

p 


Rs 

a 

P 

Madras 


28,500 

1 

10 

5 

24,510 

2 

4 

11 

Bombay 

(excluding Sind) 

27,000 

I 

10 

5 

21,001 

1 

6 

5 

Bengal 


54,000 

1 

3 

2 

51,608 

0 

10 

8 

N -W Provinces and Oudh 

36,650 

2 

6 

5 

34,580 

2 

0 

li 

Punjab 


21,000 

1 

5 

7 

24,521 

1 

1 

5 

Sind 






3,729 

2 

8 

1 

Central 

Provinces 

14,500 

0 

9 

7 

15,251 

o 

8 

8 

Berar 


6,500 

1 

3 

2 

6,816 

1 

2 

9 

Assam 






4,308 

2 

9 

0 

Burma 

, 


1 



11,453 

2 

0 

3 


1 Drawn up from (he Famine Commission Report (1880) Part II, p 112, 
Famine Commission tU port (1901), p 87, amt Moral and Material Pronres,\ 
(1U01-2), pp 105, 200 





CHAPTER X 


OTHER REVENUES. J860-1900 
§1 The Salt Tar 

The large vanations in tlie mode of taxing salt in the different 
provinces have already been explained in Chapter VI In Madras 
salt was a Government monopoly, in Bombay theie was an excise; 
in Lower Bengal the tax was included m the selling price of rock- 
salt, which was cut 01 mined and piepaied by the Government 
agency. In otliei provinces it was collected when the salt of Raj- 
putana entered British terntoiy The late of the salt duty also 
varied fiom province to piovince While Madras and Bombay paid 
only a duty at about Re 1-4 pei maund in I860, Bengal paid 
Rs. 6-4, and the Noith-Westein 1’iovinces Rs. 3 So long as anti¬ 
quated transpoit methods continued, these differences in rates did 
not cause inconvenience, but when lailwa) communications were 
established, preventive measuies on a large scale became necessary. 
To prevent unh.xed Rajputana salt and otliei lightly-taxed salt 
coming into noithern India, a long customs line extending for 
neatly 2,500 miles from Torbela neai Attock in the Punjab to the 
Sambalpur distuct ot Bengal was maintained Grant Duff com¬ 
pared it to the Great Wall of China A similar line 280 miles in 
length was maintained m the Bombay Ihesidency fioin Dohad to 
the Rann of Cutch These customs lines were made up ot hedges 
of thoiny tiees and bushes ovei a gieat way and stones and 
ditches in other places An aim} of 13,000 officers and men 
divided into 110 patrols with separate beats, each presided over by 
a patrol, guaided these lines This cordon hampered the free move¬ 
ment ol tiade and obstmeted cormmimcations But so long as 
the different i.ites of duty existed, tlie customs lines had to be 
kept up. 

Lord Mayo realized the anomalies of the salt tax and initiated 
steps for its equalization all over India In 1869 the duties in 
Madras and Bombay were uused In 1870 the Government of 
India acquired a lease of the Sumbhar lake and by 1874 a part 
of the line was abandoned The lemaimng salt sources of Raj¬ 
putana were also acquired latei and treaties were made with 
several Indian states for regulating the conditions of sale. This 
paved the way for uniformity. In 3 877, taking advantage ot the 
needs of the Government, the duty in Madras and Bombay was 
raised to Rs 2-8 while in Lower Bengal the duty was lowered. 
Later, in 1879, nearly the whole of the customs line was 
abandoned. ‘ With it disappeared one of the greatest opprobria 
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of Butish lule in India,’ wrote Sir John Stiachey. 1 By 1882 
the duty was further lowered to Bs. 2 pei niaund, but it had 
again to be raised by 8 annas, and this was maintained till 
1902 

The consumption of salt has always been highest in the Madras 
Piesidency, and the increased duties did not make any difference 
m this matter It was cleai that the demand foi salt was rather 
inelastic 2 

The system of Government monopoly (ontmued in Madras 
in spite ot Plowden’s ciitiusm Down to 1877 the manufactme 
of salt except on Government at count, was piolnbited everywhere. 
Local pioducers entered into contracts with the Government for 
the supply ot salt at the Government stole at rates varying from 
place to place 1 In 1870 an attempt was made to assimilate the 
salt duty in Madias with that ol Bombay In 1871, giving evi¬ 
dence before the Select Committee of the House ol Commons. 
Sir Thomas Pyciott pointed out that, although the advantages 
of an excise ovei a monopoly were eonsideiable, there was no 
saving in the cost of collection 1 In 1870 the Madias Salt Com¬ 
mission recommended that the substitution ol an excise for the 
monopoly must be giadual and that fiee competition should not 
become complete until tlieie weie enough manufactmeis to com¬ 
pete Tlieie was also the difficulty ot disposing of the existing 
salt woiks The majonty view favoured excise but Venkaswami 
Kao, a member of the Commission, opposed it ’’ 

In 1877 the excise system was hist introduced in South Kanara 
and was subsequently extended to the east coast. Tinder the new 
system licences weie granted to private peisons who conducted all 
the operations ot manufacture under strict supervision Their 
stores w'ere also guarded in the same wav as the Government 
stores The duty had to be paid before the salt was removed 
beyond the line ot guards f ’ By 1886 the excise system had made 
headway in Madras Howevet, a few Government lactones w r ere 
also maintained in older to prevent manutac tmeis from com¬ 
bining to control prices After 1895 (he Government monopoly 
system found greater favoui, and towaids the close of the centuiy 
22 out of 67 factories belonged to the Government 7 

Nor was the Goveinment monopoly abandoned elsewhere in 
India. In 1902 half the salt in the countiy was produced by 
direct Government agency, and the lest undei the excise system. 
The pi me ipa-1 not them souices except the Kohat mines, were 
worked by the Goveinment In Bombay, Batagara salt was 
manufactured by the Goveinment, but sea salt was made by 
private peisons. 

1 Finances and Pubhc Works, p 220 2 ibid , pp 232-3 

5 Report (1871), qq 3680-703 1 ibid , qq. 4171-3 

8 Report ( 1876 ), pp 223-4 
* Moral and Material Progress (3882-3), p 160. 

7 Imperial Gazetteer, vol. IV, p 240. 
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After India came under the Crown, considerable difference of 
opinion arose unions successive Finance Members about the equity 
of the salt tax Samuel Lai no (1861) held that a light duty on 
salt was reasonable Trevelyan who, as Governor of Madras in 
1859, opposed the salt lax on the ground that it was of the nature 
of a poll-tax,' subsequently changed his mind. In 1865, as 
Finance Member, he said • 

No tax can he collected more cheaply or with less annoyance 
to the people than the salt tax Tn Tndm where the interference of 
subordinate fiscal agents is more than usually disliked, this is one 
of the greatest recommendations of a tax The really productive 
taxes are those which are paid hv the hodv of the people Clearly, 
they ought, to pav then 1 fair sh.uc, lor they piofit even more than 
the rich by the advantages of good government A i ich man can 
generally protect himself, hut if the interests of the poor man are 
not cared for hy the state, iie is ground down hv the lieli and is 
rarely able to rise in the social scale 2 * 

W. N Massey was leluetant to increase the salt tax on the 
ground that it, was in effect a poll-tax on the masses and that 
an increase of duty would dimmish consumption Tn 1869 the 
"Duke of Argyll, Secietaiy of State, justified the salt tax on the 
ground that it. was collected from the masses Such differences 
of opinion have continued to this day 

The administration ot the salt levenue still involved the main¬ 
tenance of factories for the manufactme of salt and of a preventive 
establishment for guarding against, illicit, tiaffic The Northern 
India Salt Department was under the direct control of the 
Government of India, blit the provincial Governments of Bombav, 
Madras and Bengal had their own sepal ate departments 1 

§2. Opium 

In 7858 the Government leoeived about Rs 5 crores from 
their opium monopoly, but, opinion differed about, the future pros¬ 
pects of that levenue Wilson eonsideied it precarious, but Laing 
and Trevelyan were more optimistic Trevelyan thought that there 
was as little likelihood of the Chinese going without opium as of 
Englishmen giving up the use of spirits Nor was there any 
chance of the Chinese growing their opium at home 4 Subsequent 
experience showed that this optimism was not justified 

No doubt the opium revenue was unsteady by its very nature, 
but the vacillating policy of the Government, aggravated the diffi¬ 
culty, The price of opium largely depended upon the quantity, 
which varied with the season and the area under cultivation. The 
vicissitudes of the seasons weie great, and therefore it was 

1 Minute, 10 June 1859 (Parliamentarv Paper C 339 of 1860) 

2 Financial Statement, 1865-fi. 

' Imperial Gazetteer, vol IV , p 250 

4 Financial Statement, 1863-4 
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impossible to estimate the actual produce beforehand This led to 
speculation and often deprived the Government of the full advan¬ 
tages of a monopoly, and caused great. fluctuations m total revenue. 
As Sir Cecil Beadon, Lieut-Governor of Bengal, wrote in 1867 : 
1 It also deranges the condition of agriculture over a wide extent 
of country and discourages the ryots from engaging in a culti¬ 
vation which, though more profitable than that of ordinary crops, 
they may at any tune be required to abandon ’’ He pointed out 
that the quantity of opium brought to the market ought not to 
vary much from year to year and that a permanent reserve ought 
to be maintained m onlei to make up tor the deficiencies of bad 
seasons He also showed that the quantity sold ought to be 
determined by the puce obtained, and that the puce to be aimed 
at was one that should neither piovoke the competition of foreign 
countries in the Chinese maiket, nor stimulate the pioduction of 
opium in China itself This pioposal was accepted by the Govern¬ 
ment of India, and an opium reserve was gradually built up, and 
bv 1879, the Government weie able to announce that a ceitam 
fixed amount would be biought for sale every month 

From tins time the question of opium attiacted a great deal 
of attention m England The Society for the Suppression of the 
Opium Trade earned on an extensive propaganda* The Govern¬ 
ment of India were concerned about the unsteadiness of the opium 
levenue In I85'2, opium was responsible for 18 per cent of the 
total revenue of India, but by 1892 the propoition fell to 8-9 per 
cent 

As a result of the discussions in Parliament and ot a resolution 
passed in the House of Commons in 1893, a Royal Commission was 
appointed in that year (o inquire into the consumption of opium 
and the possibility of jnoliibiting or restricting its pioduction and 
sale The Commission reported m 1895 and did not recommend 
the piohibition of the production or sale of opium in India for non- 
medical pm poses, nor did it find any evidence ol extensive moral 
or physical degradation fi on 1 its use m Tndia ‘ The temperate 
use of opium in India said (lie Commissioner, 1 should be viewed 
in the same light as the temperate use of alcohol in England 
A great, loss of revenue would result if any attempt were made to 
prohibit its production oi sale Vs regards the export of Indian 
opium fo China, there was no declared wish on the part of the 
Chinese Government to prohibit the traffic and no action was 
necessary on the part of India 1 China was already producing a 
good part of the opium consumed there, and Indian opium was 
rather a luxury, being used only by the neher classes 

The opium imports into China had to pay an import duty and 
certain transit duties called Iflun, which were levied at varying 

1 Quoted by Strachey, op cit , p 246 

* Opium Commission Report, pp 163-5 

* Moral and Material Progress (1901-2), pp. 174-5, 
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rates at the different places. The Chinese Government had long 
been meditating a change in this matter, and as a result of the 
Chiefoo Convention of 1876, these taxes were replaced by a single 
import duty charged at the port. 

Besides the expoit, duty there was also an excise on the opium 
consumed in India The cultivation of poppy was forbidden in 
British India except in the area of the Bengal monopoly and a 
few minor tracts. The Bengal factones supplied the needs of 
northern Tndia and the Central Provinces, while Malwa opium 
was consumed in Bombay, Madias and the Punjab In the areas 
where Bengal opium was consumed, it was sold at Government 
treasuries to licensed vendois and druggists at a fixed price. In 
Bombay opium was sent from the central waiehouse to district 
depots and from them it was issued to licensed vendors Tn 
Madras the supply came from the Bombay warehouse and was 
sold to wholesale vendors. The licence for retail sale was annually 
put up to auction The excise revenue from opium was composed 
of duty and vend fees The iate ot duty varied from province to 
province Tn 1902, the average taxation under both heads came 
to Rs 34-12 per seer m Assam and to Rs 11-8 m the Punjab The 
total revenue fiom the opium excise lose from Rs 14 lakhs in 1856 
to about Rs 1 trore in 1900 1 The total net revenue from opium 
declined towards the close of the century The average net 
revenue between 1860 and 1890 was Rs 6 croies But in the last 
decade of the century the average fell to Bs 4f crores 

Excise on Spirits and Druqs 

The system of fanning excise revenue in the Company’s davs 
has already been dealt with After 1858 this was gradually 
modified and the aim befoie the Government was definitely enun¬ 
ciated, as a maximum of revenue with a minimum of consumption 
Accordingly taxation on liquors and drugs was increased, the traffic 
in them was carefully regulated, and the places of their sale were 
made as few as possible In 1901 there was onlv one liquor shop 
in India for about 2,400 of the population, whilst in England 
there was one for every 240 people 

The spirituous liquors on which an excise was levied came under 
three categories (1) imported spirits, (2) country-made spirits 
made in Tndia on European principles, and (.3) ‘country spirits’, 
i.e. made in Indian fashion On imported spirits, a customs duty 
was levied. A small excise revenue was also raised on them bv 
means of a licence fee for sale. On the ‘ country-made foreign 
spirits’, an excise duty corresponding to the import duty was 
levied. 

The systems of levying excise revenue on country spirits varied 

1 Imperial Gazetteer, vol IV, pp 246-7, Moral and Material Progress (1901-2), 

pp 171-6, 
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from province to province, but. tbey came roughly under two cate¬ 
gories • (1) the cential distillery system, adopted from England, 
in which a lived duty was levied on each gallon of spirit manu- 
factuied and issued for sale, and (2) the outstill system in which 
the tax is levied in the gioss by the system of auction. 1 In Assam 
and pai ts of Bengal. the Cential Provinces and Eower Burma, the 
outstill system obtained and the revenue was raised by the auction 
sale of in elites to keep stills foi the manulaeture and sale of 
countiy spuds, in otlici parts, tlieie were central distilleries 
maintained by the (lovernment, at which stall-head duties were 
levied in addition to lees foi manulaeture and sale, and the right 
to sell letail was geneially separated liom the manufacturing right. 
It was recognized 1‘tom the fust that under the outstill system, 
the central aim of the (lovemnient’s excise jHilicy would not be 
fulfilled, for the monopolist's object, viz to maximize net income, 
might he best seemed by a large sale at a low puce rather than by 
a small sale at a high pine That necessarily led loan increase 
ot consumption Theicfoie it became the }kiIicv of the (Govern¬ 
ment from hs',10 to extend the (cntiul distilleiy system 

Tile cential distillei\ system was not the same in all the 
piovincos In noitliein India, the (lovcimnent maintained central 
distilleries and allowed licensed distillers to set up stills and 
manufiu tine spuds EKewlieie lliev weie undei private 
management 

Besides spuds, loddv oi tan was also subject to excise In 
Madias and P>oiiiha\, the duty was l.used by means of a tree-tax 
supplemented 1>\ a licence lee foi letad sale A similar lax was 
introduced in some parts of Bengal and ilie United Provinces, 
hut was later discontinued in Bengal In Madras the tree-tax 
biouglit m one-half ol I lie total excise levenue In Bengal and 
Burma a kind of beei was Inewcd from me and was consumed 
by the aboi igmal ti dies 

The dings on winch excise was laised were c/c/n/ci, consisting 
of the clued flow cuing tops of (lie hemp plant, (haras (the resinous 
mattei with which the tops are coated) and bhmi'i (the dried leaves 
of the plant) They weie < ollec lively called the hemp drugs The 
excuse on these dings lormed the subject, ot a Commission, and 
as a, lesult. ot it an Ac I of 1 S')G laid down the following 
principles 

Tn leg. ml to (iintjii and rharas I lie cultivation of the plant 
should he lestucted as much as possible and a, dnect quantitative 
duty' should he levied on the dings on issue from the warehouse to 
the province of consumption As legards bhamj , the cultivation 
of hemp foi its pi od net ion should he prohibited or taxed, the col¬ 
lection of the drug from wild plaids permitted only under licence, 
and a model ate quantitative duly levied in addition to vend fees. 


1 C N Vakil, op cit , pp 4G8-9. 
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These principles were adopted in all the provinces by 1901, bnt 
certain local variations continued. 1 

The nature of the revenue under excise and its incidence varied 
from province to province In Bengal nearly 50 per cent of the 
excise revenue came fiorn country spirits In 1859 the eential 
distillery system was introduced, but i'lom 1871 outstills inrleased 
in number and importance The result was an increase of drink¬ 
ing. 2 The Bengal Excise Commission of 1883 pointed out the 
evils of the outstill system and recommended the advantages of 
the central distillery. Accordingly the (ential distillery system 
was again adopted The duties were neai Iv doubled between 1870 
and 1889. 

In Madras the Regulation of 1808 as amended bv a lcgulation 
of 1820 continued to be in foire till 1804, when a new Act was 
passed, granting power to levy an excise duty on the quantity of 
liquor manufactured instead of an annual payment and to suppress 
the illicit tapping and sale of toddv In 1884 a committee 
inquired into the whole system, and its recommendations guided 
the policy fiom that time With a view to realizing the maximum 
revenue from the minimum consumption, the tax on countiv spirit, 
was increased and m the case of toddy a tice-tax system wa-- mtio- 
duced under which no palm tree could he tapped without a licence 
and without a distinguishing maik on it Tentatively intioduced 
in 1887, this was subsequently extended over nearly the wdiole 
presidency, and it greatIv ineieased the revenue 

In Bombay the system m vogue was a combination ot the two 
systems above mentioned: it was < ailed the ‘ guaranteed minimum ’. 
The contractors who took up the rights of manufaetuie and sale 
were required to guarantee to the (loveinment a minimum amount 
of duty fixed by an estimate of the normal consumption in the 
area concerned. Before that was intioduced, fanning was the rule 
and each shop was let bv auction The system was thoroughly 
changed m 1878, when a eential distilleiy was established and 
duties were raised The rates of duty waned in the different 
districts of the piesideney 

Tn tho North-Western Provinces, the Government for a tune 
resisted the introduction of the eential distilleiy system, although 
it was authorized by an Ad of 1856 Tho system then in foiee 
was the licensing of single stills and of shops on payment of fees 
and the farming of manufacture and sale usually for one year Tn 
1863, however, the Government introduced the central distillei\ 
system But this was not followed all over the province Oudh, 
however, fully adopted it. 

Thus there was no uniform policy in legard to excise revenue 
in British India In 1889 tile excise policy of India was 


1 Moral and Material Progress (1901), p 178 
1 Report of the Bengal Excise Commission (1884), pp 107-8. 
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condemned in the House of Commons on the ground that it had 
increased drinking m the country The Government of India 
refuted the charge and pointed out that prohibition was impossible 
and local option impracticable The principles which were ex¬ 
pedient in its view weie (1> that the tax on spirituous lujiiors 
should be high; ('T that the tinftir in liquor should be regulated 
for police purposes; (,.'!) that the number of liquor shops should be 
btnrtly limited, and (It that effoils should be made to ascertain 
(he local public sentiment 1 

The net revenue undei excise lose steadily throughout the period 
under survey In 1861 it was Rs 1-6 croies, by 1880 it rose to 
Rs. 3 croies and by 1800 to Rs 4 0 acres In 1901 it stood at 
Rs. 5-8 ciores Thus the irveniie qiiadmpled between 1861 and 
1901. 


§4 Other Revenues 

The tlnee other mam beads of revenue were customs duties, 
income-tax and piovmcial rates As these taxes varied from year 
to year and foiined more or less a. pait of the annual adjustments 
of revenue, it seems more appropriate to deal with them m the 
following chapters on financial policy We shall deal here only 
with certain minor items 

Stamp revenue was detived trom two sources, litigation and 
commercial transactions. Under the Court Fees Act of 1870 fees 
were imposed on plaints, petitions and other documents filed before 
civil, criminal or revenue courts, and under the Stamp Act all 
conveyances, cheques, hills of exchange, receipts and other docu¬ 
ments required stamps which in some cases were graduated 
according to value The law regarding stamps was consolidated 
in 1899 Stamp revenue also steadily increased during the period 
under review. The net levenuo m 1861 was Rs V5 crores, but 
in 1901 it was Rs 5 crores This was largely due to the increase 
in commercial transactions and m the work of the courts. 

The State forests were an increasing source of revenue m 
British India The revenue was derived from the sale of timber 
and other produce from the forests In 1900 the gross revenue 
from forests came to Rs. 1-9 crores, but as the expenditure on 
forests came to Rs. I erore the net revenue was only Rs. 90 lakhs 

Tributes and contributions from the Indian States received 
annually by the Government of India came to Rs 85 lakhs in 1900 


1 Dispatch, 4 February 1890 
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THE GROWTH OF FINANCIAL CENTRALIZATION 

§1 Increase of Interference from the Centre 

After 1858 the financial authority ot the Government ot India 
ovei the piovinces became complete Even be tore that date, the 
Government of India had the authority, though they lacked the 
means of enforcing it, but altei 1858 smh means became inoie 
potent and abundant Fustly, the ini lease oi tianspoit facilities 
and the regulat functioning of the post and telegraph enabled the 
Secretin lilt at Calcutta to siipeivise the financial administration of 
the outlying piovinces moie effectively than befoie Secondly, 
the organization of the Indian Finance Department and the intro¬ 
duction of the new financial system, descuhcd in Chnptei VII, 
gave the Government ol India a much sponger hold over the 
provincial admin istiations The appointment ot an expert 
Finance Member on the Govemoi-General’s Council as the coping- 
stone of the new edifice made the cential Government's financial 
supremacy complete Hitheito the interteience with provincial 
Governments was vexatious without being effective. but with the 
introduction of the budget system, the Go\ernment ot Indn 
obtained a powerful weapon m then hands The customan 
restrictions in legaid to the cieation ol appointments, alteiation 
of salaues, and so toith, weie leasseited, the several branches of 
service were defined and classified undei fixed heads, foi each ot 
which a sum was allotted in the budget No change was to be 
made in the ditfeient allotments without the pievious sanction of 
the Government of India ' 

The conflict between the central Government and the provinces 
began soon aftei the new regime commenced The pioposals for 
increasing the salt duty and for levying an income-tax, and the 
protests which they evoked iiotn the Madias Government have 
already been dealt with Tievelvan effectively inveighed against 
the evil of inteitenng with tlie details ol aclmimstiation He 
wiote 


In government, as in other things, the true process of reasoning 
is the Baconian one. We ought to build upon the foundation of 
actual induction, making only such amendments, whether suggested 
from within or without, ns experience may show to be required 
When, therefore, we are asked to conform our system to that of 
Bengal, we are called upon to forgo the ripe fruits of experience 
round which the public feeling, and the esprit tie coips of this 


See ch. xvi. See also lettei from Fiere to Lawrence, 11 May 1864. 
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presidency have gathered through many official generations, and to 
enter upon the discussion of what to us are entirely abstract proposi¬ 
tions Can we be surprised that, under these circumstances, a feeling 
of general discouiageinent and indifference has prevailed, and that a 
serious check has been given to the progress ot mipio\einents‘ J The 
true function of the supreme Government is to regulate those tliingB 
which are ot common inteiest, such as diplomacy, post office, cus¬ 
toms, etc , to supervise the pioceedings of all the local Governments, 
so that, however much they may diftei in foim, they may be guided 
by the same gcneial principles, and, above all, to maintain substan¬ 
tially one financial administration for the whole of British India. 
After the experience we have had, I doubt whether the supreme 
Government can be permanently kepi within its proper limits until 
it is made really a general Government tor all India, by being placed 
in a central position, apart trom any paiticular presidency, and by 
its being composed in its secretariat, as well as in its executive and 
legislative councils, of officeis selected fiom evciv pait of India, but 
as Governments have a tendency to be shaped by then most power¬ 
ful element, which is finance, the immediate lemedy is to be sought 
in that direction 1 

It was m legald to public works that financial centralization 
was pushed to the greatest lengths The Public Works Secretariat 
of the Government ot India was established by Dalhousie in 1854 
with a view to co-ordinating the activities ot the Public Works 
Depaitments of the different provinces. The central office at first 
did not interfere very much with provincial affairs, but after 1858 
a contiol of the most detailed kind was attempted Colonel R 
Struchey who was appointed Secretary in 1862 went into the 
details of all schemes of ungation and other works submitted from 
tne provinces and also managed the relations with vanous railway 
companies which weie then opeiating m India Not only ordinary 
public works, mihtaiy works and lailways, but even forests came 
under the control of the Public Woiks Secietanat for some time 
Trevelyan, in his evidence before the Select Committee on East 
India Finance in 1876, called the Boaid ol Works ‘a monstei ot 
official centralization, lai exceeding the woist that used to be said 
of the English Wat Dep.utment ‘ It lemmds one ’, he said, ‘of 
the picture at the commencement of Hobbes’ Leviathan, of the 
state absorbing everything ’ 2 

>p2 Strainer! Relations with Bombay, 1862-5 

Very soon this cenlial Secietauat came into collision with the 
piovincial Governments of Bombay and Madras, especially the 
former. The development of Bombay had been delayed by the 
parsimonious expenditure before 1860, hardly Rs. 7,000 having 
been spent annually in the Deccan and Khandesh before that date. 
But when Sir Bartle Frere, hitherto a member of the Supreme 


1 Minute, 13 July 185!) 


3 Report (1873), p 55, q. 810. 
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Council, became the Governor ot' Bombay in 1862, a forward 
policy of road-building, canal-making and improvements of all 
kinds was initiated. The cotton boom gave an unhealthy stimulus 
to this activity. Better transport facilities were needed for cany- 
mg cotton to the ports, and the cotton-growing tracts called for 
more canals and tanks and wells. The Bombay Government 
wanted more funds, but the response fiom Calcutta w’as w^eak 
Frere wrote to Sir Charles Trevelyan, who was then the Finance 
Member of the Government of India 

You desire my views as to what should be done if you have a 
surplus of one million l should say, ‘ make roads and canals ’. 
And if you have two 01 tlnee millions, l should still say, ‘ make mads 
and canals ’, and this not only because they will, in a hundied ways, 
tend to increase your levenues, but because they will, if well 
designed and executed, wipe out the gieatei part of 50 millions ot 
debt, for till you make your railways pn\, the expenditure on them 
is so much addition to your debt After roads and canals, 1 

should say ‘ pay your corn Is of justice better and give a much largei 
assignment to education I am thoroughly ashamed of the parsi¬ 
mony with which our education grant is doled out and with the 
consequent delay in giving effect to the great dispatch of 1854. . 

I would not for the present either pay off debt or remit taxation 1 

Accordingly, in 1863, the Government of Bombay asked for 
larger allotments fox roads and canals, but Trevelyan did not 
approve. Along with other provinces, Bombay was asked to cut 
down its public works expenditure, on the ground that the cost of 
labour was increasing and that, when more labour was needed for 
agricultural operations, it would be mischievous to divert it to 
public works Frere replied that labom and inateiials, while 
dearer than before, were cheaper than they were likely to be 
thereafter, seeing that prices were using As for the supply of 
labour, he said that it ‘ was hunted moie by the want ot toads and 
other means of communication than In anything else ’ Any 
extia income gained by laboutets would lie devoted to agricultural 
production 2 The Viceroy (Elgin) and the Secictary of State 
(Wood) agieed with Frere, and the cut in Bombay’s public w r orks 
outlay was restored, whilst other provinces bore the cut ‘with a 
grin Madras had to put up with a larger cut than Bombay and 
yet ‘ swallowed the pin with baldly a grin ' 

But this veas only the beginning of a piolonged duel between 
the impellal Government and Bomba} The next tussle was with 
Colonel Strachey, the energetic Public Works Secretary In his 
budget speech on 3 Apul 1863, Trevelyan stated that more funds 
could be laid out on roads and canals, piovuled theie was a fair 
certainty of getting value for the out la}. Encouraged by this, 

1 Letter to Trevelyan, '20 .January 1863 See A. Maitsneau, op at , vol I, 

p. 402. 

a Trere's letter to Sir Charles Wood, 7 Jauuary 1863 ibid , p 404. 
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Frere .sent up some .supplementary estimates for urgently-needed 
public works. He wrote ‘ The country is starving and prices 
higher than at Delhi during the late famine; because the Govern¬ 
ment, the gieat landowner heieabouts, has done nothing for forty 
years to make the supply of food equal to the lapidly increasing 
demands upon it ’ But Stiachey tefused to considei the estimates 
He had to satisfy himself about eveiy scheme of works, and the 
proposals fiom Bombay did not satisfy his criteria Frere wrote 
to Stiachey 

You may \ei\ easily ensine that not a woik is commenced 
throughout India till you have been satisfied as to the minutest detail 
of plan and estimate But this will end in the paralysis of the 
P \V 1) You wish to ensutc a maximum of woik and efficiency and 
a minimum of expense The means von adopt will ensure the. 
reveise All our money will go in establishments and designs and 
writing, th(> woik done will he a minimum 1 

The niattei was considered by the Secretary of State, who 

decided that in all mmol matteis, such as otdinary loads, etc , 

the control ot the supreme Government ovet piovinctal Govern¬ 
ments must, lie financial, they must not go into the mode of exe¬ 
cution But financial control ought to mean more in works of 
lnqxntance, le the Government, of India before’ they sanctioned 
a scheme ought to lie satisfied that the estimate was reasonable." 
This did not satisfy Frere The distinction diawn between pro- 
Miuial Governments and nnnoi adnunistiations was difficult in 
practice ‘ No man can at one moment criticize the arches of a 

budge in Cooig or Oudli, and the next moment remember that 

it is the geneial direction ol the load fiom Madras to Bombay and 
not the details of execution which he was to disc uss with Bombay 
and Madras Governments M 

Stiachey insisted that the military ban neks all ovei the country 
must be built on a ' standaid plan’, and therefore the works had 
to be held up until such a plan was approved Frere stoutly 
protested against this 1 

In 1864, Fiere advanced £'J ,000 as a loan to Maharaja Duleep 
Singh, a pensionei of the Government, and repotted it to the 
Government of India They objected to it \eiy strongly on 
the giound that there was no previous sanction and that such 
action was a gioss violation ot the budget tide Tins brought 
another strong remonstrance fiom Frere Tn a leltei to Lawrence, 
he pointed out that accoreling to the budget rules laid down in 1861 
the provincial Governments wore allowed freedom in the mode of 
spending the sums allotted undei different heads, piovided they 
did not cieate any new office or altei any fixed rale of pay or exceed 

1 Letter to Etiackey, 12 October 1803 ,J Martmeau, op eit , p 423 
3 Wood’s lettei to Frere, 4 January 1804 ibid , p 429 
J Frere’s letter to Wood, 22 July 1864 ibid , p 431 4 Ch xm, §5, 

s Lord Lawrence’s letter to Frere, 14 April 1804. 
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the whole sum allotted for a head of service or transfer from 
one head to another without the leave of the Government of India. 
He wiote • 

All tins lias been, in practice, altered within the last two years 
and we are now strictly tied down to the exact details entered in 
the budget without the slightest pmvei to vary them without your 
previous sanction What used to be required was vour subsequent 
sanction and approval, the practical difference is immense. 

Under your late orders, not a shilling could lie advanced on any 
account, no matter what the uigency of the case You do not treat 
us as a merchant treats Ins agents, advancing money and honouring 
bills on the assurance that when the agent’s explanation comes it 
will be found that all has been done for the good of the firm You 
stop by telegram every payment of which is in this (Suiat) ease of 
which you hear accidentally, tor which you have not given previous 
orders 1 

Fieie also defended the tieedom ot provincial Governments to 
act without orders in certain cncumstances 

1 maintain that their is always in India some need for public 
servants acting without ordets on the assail mice that when their 
superiois hear thou unisons then acts will be approved and con¬ 
firmed, and T hold that when vou have extinguished that feeling of 
mutual confidence* between supeuor and subordinate authonties, and 
made public men as timid here ot acting without oidcis as they are 
in Engl,mil, you will have removed one great safeguaid of our Indian 
Empnc It does not, lake long so to hi idle a body of public servants 
ns to puialyse their power ot acting without orders Your 

Secretaries tieat an opinion on which our Commissioners, Secretaries 
and Coiincillois concm, pist as it it came from Oude oi Sragapoor, 
if anything more critically, lequnmg the same piooi we require fiom 
a Collector or a Commissioner Thu costs time, and the saving of 
tame is the great, object . I do not think you would find that 
real economy is piomoted when vou discourage the practice of a 
Government, with such an elaborate apparatus of advisers and 
council lots as we have here, from acting on its own responsibility, 
and trusting to its finally satisfying you that it has acted well 

Freie bitterly complained of the attitude of the officers at 
Calcutta 

I know you have personally no jealousy of the action of the 
local Governments, and you would give us all possible liberty. But 
it, is otherwise with most of those about you. The abler and better 
they aie, the less generally do they believe in the possibility of 
anything being periect unless they themselves direct every detail. 
They can see no urgency m the Surat case, simply because what 
I saw and heard on the spot they cannot see and hear. . , 2 

1 Hcie Frere is referrmg to the purchase of land at Surat for railway approaches 
and roads, which was disallowed by the Finance Department 

1 Frere’s letter to Lawrence, 11 May 1864 See J Martmeau, op cit., vol. I, 
pp 434-7 
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To all this, Loid Lawience ieplied, in eftect, that budget rules 
weie budget lules and must be followed . 

I have no hope of convincing you that wo on tins side of India 
aie right, while I do not think that it can be shown we are wrong. . . . 
We have cause to complain of your Government peisistently desiring 
and working to set aside the budget lules, for we feel that these 
lules aie the only mode of ensuring any leal control over expendi¬ 
ture We neither can, nor ought to, gi\e up (lie control . . . 

entiusted to us. 1 

Fiere also wiote to Sir Charles Wood ot ‘ the constant wotiying 
interference in details which keeps all local otticeis and depart¬ 
ments in a state of chronic nutation and lebelhous feelings 
tovvaids the Government of India ' lie added ‘ He (Lawrence) 
regaids me as the zealous hut lathei expensively inclined Cornmis- 
sionei ot a. district with a nuinbei oi deputies wdio, like the 
Commissionei, aie a little inclined sometimes to inn wild. . . 

Thus, Tievelyan, who lormeily lesisted even moie stoutly ‘ the 
wonymg mterteience ' from Calcutta, became himsell the ardent 
advocate ot such inteilerence when it lay with lnm to soften its 
ngour Howevet, Tievelyan’s veision is dilleient Giving evi¬ 
dence before the Joint Select Committee ot Parliament m 1873, 
he said ‘ The Bombay estimates were habitually not sent in 
until aftei the budget had been made up and they were then m 
such a crude and umevised state, that obviously they were merely 
a collection of the maximum sums which the ditfeient local officeis 
considered might be advantageously spent.''* lleterring to his own 
notification in 1863, that provision could be made foi meeting 
urgent needs even aftei the budget had been diawn up, and the 
supplementaiy estimates which emanated horn the Bombay Gov¬ 
ernment in that connexion, Trevelyan said that the estimates 
entailed too laige an expenditiue and that ‘ all the pioiects of 
public woiks of all soils that had been pioposed by public works 
officers weie gatheied up in that estimate The Government ot 
India had to object to some and ask foi lnithei mlounation about 
otheis 1 3 4 Trevelyan also pointed out. that this nonchalant atti¬ 
tude was taken up by the Government ol Bombay, chiefly oil 
account ot the great suppoit it. had from Home authonties and 
from the Home public ‘The Home Government backed by the 
Home public has a giant’s stiength which no Indian Government 
can stand against ’ 5 

1 Lawrcme's letter (o h'rere, 2 Nnvunbei |S(i( See (1 Smith, Life of Lord 

Lawrence, vol IT, p 319 

3 Frere’s letter to Wood, 8 Scptembei 1861 See J Martmcan, op cit , vo) I, 
p 441 

5 Scled Committee Report (1873), q 791, p 51 

4 Finance Member’s Minutes, 11 January 1801 and 1 February 1804 

' Seled Committee Report (1872), p 30 The changed attitude of Trevelyan 
was much noted in those days In 1859, lie was the opptessed, and Frore, being a 
Member of the Supreme Council, was the oppressoi They exchanged roles id 
1803 Sec G Campbell, The Capital of India (1865). 
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This duel between the Bombay Government and the authorities 
at Calcutta all 1 acted much notice in England, and the controversy 
dragged on foi many years. According to some, the difference was 
a temperamental one Lawrence was habitually inclined to 
economy while Frere lavouied libeial spending 1 To Lawrence 
again the interests of the Bunjah and (he Noith-Western Pro¬ 
vinces, which he knew, far outweighed the interests of the rest of 
India Further he w is a centralizer by conviction and held firmly 
that only a centralized system would maintain the Empire intact 

Nor was Frete justified in his spend -11101 e-money campaign 
Indeed an abnormal demand foi cotton created an abnoimal need 
for roads and canals, but lie wiongly thought that the demand 
would continue and that puces would keep on using The price 
boom treated a feverish activity and wages as well as prices rose; 
and the Government, by launching iaige impiovement enterprises, 
only aggravated the situation It is now well known that a 
boom is not the tune when the Government should launch a laige 
public woiks piogiunune The boom was followed by a slump, 
and the tenable uush hiought the Government also into discredit 
The failure of the Bank of Bombay 08(>7' was a crushing blow 
to Fteto and his polu v 2 

The tumble, howevci, was not merely due to the ambition or 
oveibearmg nutuio of individuals, foi \\c find that Fieie's succes¬ 
sor, 811 Seymom Fif/.geiald, also (ompl,lined of the vexatious 
inferfeieiK e I 10111 Calcutta ‘ Lately,’ he wrote, ‘the inteilerence 
in petty trifles has become so extrnoidinaiy tb.it. it would seem 
as if they wanted to see how lai they cun go without lemonstiance 
or as if they wanted to pick up a quairel The real cause of the 
evil was the system itself, as we shall see piesent.lv 

ijb T/ic Difference s u ith Madias, l$58-01 

In his evidence liefoie the Select Committee, Trevelyan said 
that while the western presidency gave much tioublc to the central 
Government, Madias ‘ picserved flic utmost moderation through¬ 
out ’. 1 This was also lepeated b\ S 11 Homy Din.ind m a minute 
of 18(57 Madias was [leihaps more < one iliatoi \ in its attitude, 
but we have ample evideme that the southern presidency was also 
greatly annoyed at the meticulous lnfeifeiem c from the Financial 
and Public Woiks uuthonties at Calcutta In 1857, the Govern¬ 
ment of India ordeied that civil public woiks ot e\eiy description 
should be stopped and that (he P W D establishment should be 
reduced to the lowest possible scale 0 The Chief Engineer pointed 


B Smith, Life of Lord Lawrence, vol II, pp, .311 0 
I. T. Tritchard, op oit , vol I, pp '291-7 

Letter to Frere, 8 July 1867 .T Martinenu, op cit , vol I. p 442 
Report (1873), p 76 5 Minute, 7 October 1867 

Madras Public Works Department Consultations, vol. Ill, 20 July 1857. 
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out to the Government that "real loss would result fiom such 
sudden stoppage. 

Materials collected are liable to depreciation and depredation 
... or are in dangei of being washed away dunng the monsoons. . . 
Laige sums ot money me wasted in a manner which would be con¬ 
demned as lit telly inadmissible in the ease ot a private individual 
T am aware that it is partly the lesult ot the ' budget system but 
it- appeals to me that it a certain minimum sum. however small, 
were allotted to (he piesideney tor new public works under all contin¬ 
gencies, the* local Government might legulate its sanctions within 
that limit, so as to gradually canv on uninteiiuptedl.v every work 
which has been once actually commenced, until its filial com¬ 
pletion. Such works would he included in list No 2, as at- present, 
while all gient works tor the benefit ot the countiy, and all others 
in excess ot the limit allowed to each picsidenev, would come 
under the icview ot the Government ot India, and await the decision 
ot that authority . Bv these means the present extensive waste 
of public money from inevitable causes, so discouraging alike to the 
people, and to the Depaitment ot Public Works, would be brought 
within th<> nanovvcbt limits, at the same lime the main principles 
of the budget upon which so much stress has justly been hud by 
the Government ot India and by the Honourable Court would be 
maintained inviolate 1 

In 1862 ai tides appealed in an English journal, The Builder, 
making allegations of mismanagement in the public works carried 
out by the Madras Government In the meantime a committee 
had alieady sat in Madras to consider the reorganization of the 
P W.D , and, betoie taking oideis from Calcutta, the lecommenda- 
tions ol that Committee weie given effect to and ceitam appoint¬ 
ments were made pending sanction liom the Government ot India 
This caused an ungty exchange ot Letters between the Public 
Woiks Secietanes ot the two Governments Colonel Strachey 
wrote that the action of the Madras Government was ‘ seriously 
opposed to the instructions given by the Secretary ol State’, 
and directed that tom oi the appointments made be at once 
cancelled and any salanes paid lie lefunded He fmtliei wiote 
‘ The Government, ol Madias must be peiteetly aware that the 
oideis ol the Home Government chieetly prohibit, the creation of 
any new appointments, ol the increase ol any fixed salanes m 
the supenor guides ot the public establishment, without the pre¬ 
vious sanction ot the Government ot India m the Financial 
Depai tment, and the couise adopted by the Madias Government 
would have been irregulai even had their action, been in complete 
accordance with the instructions ot the Secuetjiy of State ’ 3 

This evoked an emphatic piotest fiom the Governor in Council 
Of Madras. In a minute dated 23 October 1863, he stated that 
the communications from the Public Works Secretary of the 

1 P W D. Consultations, i May 1858 

■ Letter, 25 September 1863, No. 2337 



THE GROWTH OF FINANCIAL CENTRALIZATION 149 

Government of India exhibited ‘ such a disposition on the part of 
that Government to interfere with the mode in which the Govern¬ 
ment of this presidency may think fit to carry out the details of 
public business ’ that he thought it would be desirable to submit 
the whole correspondence to the Secretary of State with a request 
that ‘ steps should be taken to define clearly the limits which 
separate the functions of the supreme, fiom those of the local 
Governments ’ The Government wrote 

It is perfectly true that sundry Acts nf Parliament give to 
the Governor-General in Council full powei to superintend and 
control the Governors in Council of the different piesideneies in all 
matters relating to (lie civil or imhtuiy administration, but such 
powers were, I believe, intended to lx* exercised only in exceptional 
cases, and are of Midi an anomalous character that it becomes a 
matter of moment to consider whether they should not bo accom¬ 
panies! bv some explanation or limitation. 1 cannot but think 
that there has been a tendency of late years to put upon the 
expressions of the Acts of Parliament alluded to an intei pretation 
which their frnmeis never contemplated The superintendence and 
control mentioned m them would seem to have reference more to 
principles than details, and, looking to the financial conditions of the 
country when the enactments uete passed, to have been intended to 
operate specially as a. <_he< k upon the outlay of monev by the local 
Government They could lundlv have been intended to authorize a 
petty interference with the details of admunstiation for they would 
not only have been totally at vai lance with every principle upon 
which the administration of a gieal eountiv should he based, but 
specially at variance with those which it has been the object oi the 
Government of late years to introduce into Tndm Nothing 

however can be more ojiposed to this than the practice which has 
gradually crept in of referring every (lung to the Governor-General 
Of course, lie alone can deal with matters of general interest, and 
those in which more than one presidency is interested, but tins limit 
has been overstepped, arid claims ate made to a right of interference 
in local matters, as to which an authoritv guided by advisers neces¬ 
sarily ignorant of the peculiarities of the eountiv and people can hardly 
he considered competent fo form an opinion 

He therefoie appealed to the Secretary of State to define clearly 
the nature and amount of the superintendence and control which 
the Governor-General in Council was to exercise over the local 
Governments, and he felt certain that 1 the machinery of govern¬ 
ment will work much more smoothly and effectively when it is 
freed from those jars, pauses and reversals of motion which are 
the consequences of the present system ’ 1 

This coincided with a similar protest from Bombay, and in 
the result the Secretary of State laid down the rule already 
mentioned about interference 


P W D Proceedings, 12 Novembei 1863, No 220 
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§4. The Incongruities of Centralization 

Whatever may have been the chances of a centralized financial 
system before 1858, the rapid changes m the economic and 
political situation of the country after that date made centraliza¬ 
tion unworkable and irksome Trade and productive activity had 
been fast developing; both revenue and expenditure had increased; 
and to manage the finances of the whole sub-continent from Cal¬ 
cutta became an impossible task Richard Strachey, who attempt¬ 
ed to keep the provincial public works under stint control, soon 
realized the impracticability of the task He wrote in 1867 : 

I have the' k( longest conviction, based on my experience gained 
in the Public Woiks Dopailment, and fortified by all that I have 
seen and heaul toi the last ten veats, that the existing financial 
relations between the Government of India and the local Goveinrnents 
are most demoiahzing to the latter . The Government of Tndia 
has altogether lost what power it once had of supervising details by 
reason of the enoi moiis magnitude ol the business now' to be per¬ 
formed by it, and the financial mechanism is, us u seems to be, 
seriously out of geai 1 

The presidencies of Bombay and Madias woic equipped with 
the whole paiuphornahn of government—executive councils, secre¬ 
tariats, legislative councils and laige provincial departments 
functioning ovei teiiitones as large as those of the gloat sovereign 
states of Em ope To seiiitini/e the details ol expenditure of 
eight provincial Govei nments opeiatmg ovei such a vast teintoiv 
was a snpeihuman task Each provincial Government tried to get 
as much money as it could, by the use ol I lie manifold devices at 
their command 

While each piesidencv admmisteied ds own finances, there was 
a strong incentive to econoinv, hut now that the finanees have been 
collected to a common eenfie. the onlv object that the local admini¬ 
strations have is to gel the largest possible share of the common 
fund 2 

While tlu' provincial Govei nments had no interest, in the col¬ 
lection of the revenue, they had a very real interest, in its spend¬ 
ing . . Jt the revenues were prosperous, the Financial Member 
of the Government, of Tndia received all the credit No one is con¬ 
cerned to inquire in what part ot Tndia the increase has arisen and 
what officials were instrumental in lenlizing it 1 

The spending of money was a vital concern of every Govern¬ 
ment and all of them scrambled for as large a, share as possible 
Sir John Strachey puts it, very vividly’ 

They (the provincial Governments) land a purse to draw' upon, 
of unlimited, because unknowable, depth They saw on every side 

1 Note, 17 August 1867 2 Trevelyan, Selei l Committee Report (1873), p 54 

3 G Chesney, Indian Polity (1870), p 91 

4 Minute on the Administration of Lord Mayo (Government Printing, Calcutta, 
1872), p 45 
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the necessity for improvements and their constant and unchangeable 
desire was to obtain for their own provinces as large a share as they 
could persuade, the Government of India to give them out of the, 
general revenues of the Empire. They found by experience that the 
less economy they practised and the more importunate their demands, 
the more likely they were to peisuade the Government of India of 
their requirements 

Thus the relative nnpoitance of the claims of the provinces 
was sometimes estimated rathei by the peisistenee of their demands 
than by their intrinsic weight Often those who knocked most 
importunately at the door of the impellal Secretariat got most. 
This broke down the morale of the provincial Governments 
Tile distribution of public income thus ‘ dcgeneiated into some¬ 
thing like a scramble in which the most violent had the 
advantage \ l 

This scramble made the Indian budget of the ’sixties a 1 mere 
farce according !o those who were lesponsible for diawing it up 
Trevelyan has given a graphic account of the budget transactions 
of those da} s. 

The pressuio on the Finance Department from the local Govern¬ 
ments at tin* time oi tile preparation of the budget is ovei whelming, 
they have all a pull at it It is much the same as when the Poor 
Law administration of the United Kingdom was supported out of a 
common fund The drive in the Financial Dep.utment at Calcutta 
at the time of making up the annual budget exceeds anything of which 
I have experience, except the work during the Irish Famine, that 
was equal to it, but it was not heavier The putting together and 
the rearrangements of the estimates in otdei to bring out the financial 
results, fully occupies the office, and there is no leisure for detailed 
scrutiny, even if the requisite detailed information existed at 
Calcutta which it does not And if the Finance Department proposes 
to curtail nnv item, it does it, at its peril It is immediatelv met 
by the statement that tin* particular item objected to is indispensably 
necessary for carrying on the local administration 2 

Massey, who succeeded Trevelyan as Finance Member, was 
equally vehement m Ins criticism of the centralized system Each 
of the eight administrations had to send its budget to the Govern¬ 
ment of India for approval, and the whole was incorporated into 
one volume 

Tf the Government of Tndia puts its finger on one item, and 
says it is excessive , thev sav * it is not, it is exceedingly econo¬ 
mical, and you cannot diminish it without sluivmg the service 
Tf you say that such and such an expenditure can he altogether 
dispensed with, there is a chorus of remonstrance from the whole 
band of officials of that Government which overbears the Government 
of India, and probably an appeal to the Secretary of State, which 
results in a dispatch requiring the expenditure to be allowed So 

' See also G Cliesney, op eit , pp 95-6 

3 Select Commtttee Report (1873), p 54 
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that the control which the central Government exercises over the 
expenditure of India is of the weakest possible description \ . The 

arm of the central Government is not long enough to reach the 
numerous powerful, and I may say, semi-independent Governments 
of India I may remind you that the presidencies of Madras and 
Bombay are in direct communication with the Secretary of State, 
and they aie disposed to lesent the mteiference of the Government 
of India, and to regard tho Government of India more as an equal 
than as a superioi We found that, I mnv say, specially with regard 
to the presidencv of Bombay, that our power of financial control over 
the expenditure of Bombay was baffled and defeated almost at every 
point These great Governments had nothing to do, but to aggrandize 
the importance of their administration, In making out expensive 
estimates, and bv maintaining the absolute necessity of all those 
estimates when (hey were cnticized by (lie central Government. It 
was a very serious responsibility for the central Government to take 
upon itself to sav that this and that expenditure, at a distance of 
thousands of miles under a semi-independent administration, were 
necessary Of comse, von might arhitianly strike voui pen thiough 
a certain item of expenditure, and sav ‘ it shall not be allowed ’, 
but that was a responsiluht v winch the Government of India were 
exceedingly loath to assume 2 Mv impiession is that the present 

system of finance wholly fails in one most important safeguard of 
finance, that is, m imposing a pimciplc of economy or a motive 
for economy, upon the spenders of public money. The local Govern¬ 
ments have nothing to do but to draw upon tbe imperial treasury, 
and of course, they- think that the more they diaw the more it will 
redound to the honour of their administration Again, T would ask 
the Committee to look al this featme of a central system of finance 
over a vast country such as is represented In that map before us 
Is it not strange th.it the people, of Burma or the people of Madras 
should ho taxed to make loads or wells, 01 buddings, in Bombay 
or m tin 1 Punjab 0 But (bat is the ease under the present system 
Tf you bring the whole of the resources of India into a hotch-pot 
as we do, one district gets inoie than another, and another does 
not get its proper due . 1 

Evidently matters had come to such a state that only a radical 
change could remedy the evil But it was not so easy to effect 
such a change 


1 ibid , p <160, q 8587 

s ibid , q 


2 ibid 
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CHAPTER XII 


EARLY PROPOSALS FOR FEDERAL FINANCE 

Immediately after the new financial system was established, the 
incongruities of centralization became patent, and strenuous 
attempts wete made by responsible poisons to mtioduce a measure 
of decentralization Some of the pioposuls were really federal in 
rhaiacLei As we shall see, tlieie weie gieat, difficulties in putting 
such schemes into opeiation, and the first steps in decentralization 
were taken only after ten \eais 

Proposal's for Devolution 

Although James Wilson spent only eight months in the <ounti\, 
he seems to have drawn up a scheme for enlarging the poweis 
of provincial Governments, but it did not set' the light of day 
However, it is noteworthy to find that he made a piovision in his 
Income-tax Bill lor the appiopriation of a fourth of the collections 
for local pin poses although Ins idea was to hand it over to the 
iniimupahties whine the\ existed He also pointed to tin* example 
of the United States wheieoveiv 'state' had a pmpeilv tax of its 
own. 1 But lie was not Ini weakenum cential iesponsibility to 
a 11 v substantial extent Su Baltic Fieie wiote in lS(i() that 
Wilson had ‘a gieat idea that to Beat India as containing numei- 
otis different nations is as gieat a mistake as to dissolve the Union 
or icstoie the Heptanhv’ 2 

Soon after Samuel Laing took chiiige of the Finance Membei- 
slnp, he came to the eonelnsion that a laige devolution ol poweis 
to the provinces was necessan Hi' ieali/ed that the financial 
crisis lesulting f’lon 1 (hi* Mutiny could not he overcome b\ central 
taxation alone The piovmcial <fo\ei nments could taise fresh 
taxes, and such tevenues might he used tui proxineial needs He 
placed this mattei be foie the picnmcial Governments in a confi¬ 
dential circul.u , suggesting that tobacco he taxed The leplies 
from flic provmi lal (iovermnents about the pioposal to tax tobacco 
(cntralh had hi ought out the difficulties ol nusmg a uniform tax 
on tobacco, but a provincial tax was mucb more feasible This 
was to form the nucleus of a provincial budget, and more taxes 
could be added afterwaids 

In his budget speech m 18fif, Laing said 

It is heart-breaking to hear of districts barren for want of water 
where water is to be had, of roads half-finished and abandoned or 

1 Financial Statement, Iff February 1860 

1 Letter to Barrow Ellis, 31 July, see J Maitinean, op cit., vol I, p 311 
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finished but. useless for want of some bridge which has tumbled 
down. Tndia has two great wants—irrigation and communications, 
T do not, mean grand schemes only which strike the imagination, 
so much as village roads, and tanks and water cuts, winch enable 
ovei v rood of ground to glow its crop and send it to the market. . . . 
Such uoiks we arc most, anxious to encourage and accordingly, 
instead of simply curtailing the imperial allotment to the local 
(iovemments wo say to them . . ‘ Take what we are able to give 

you, and for the residue lake eeitam powers of local taxation and 
raise it for yourselves ’ . It lias long been a standing complaint 

with other presidencies and provinces that they were deprived of 
their fair share of self-government, and kept in a state of galling 
and humiliating dependence on the bureaux of Calcutta . . The 

power of the purse is the ultimate power, and as long as local Govern- 
ments are absolutely subsen lent to Calcutta in financial matters, 
evidently they can have no real independence But if, without, sacri¬ 
ficing m any wav the unitv of the Einpne and imperial control in 
imperial matters, we give them local budgets, their position is altered. 

Each Government will therefore have dnect interest in economy, 
in order to increase the fund applicable to local woiks, and T cannot 
fancy that Madias, foi example, will long continue to spend 
£160,000 a veer m public works establishments to look after 
£460,000 a year of expenditure upon actual works, where it 
is appaient, that eveiv pound extra spent on establishments means 
one pound more to raise by local taxes, m £1 less to spend on roads 
and canals It is obvious that such a system of local budgets would 
harmonize extremely well with . (the establishment of) local 

legislative councils 1 . ft would at once give them an appropriate 
and dignified position The scheme would greatly foster the growth 
of municipal institutions and. what is still mole lmpoitunt, of the 
spirit ot local sell-help and self-guidance which is ul the bottom 
of a nalion's greatness 2 

Accordingly, lie pioposed to transfer charges amounting to 
£500,000 to provincial budgets The proposal was circularized 
among the piovinunl Governments but did not, evoke any enthu¬ 
siasm among them Madras and Biiiina flatly refused the offer. 
The Governor of Madras (Sir William Denison) remarked that 
Madras was already heavily taxed, and feared that a new tax 
would expose the Government, to obloquy .T D. Maltby, a 
member of the Council, considered the proposal <]irite insufficient, 
for achieving the aim in view ‘ If they (provinces) are to enjoy 
real libeity of action and management, it seems to me that the 
Acts of Parliament affecting India must be altered so as to give 
them a control ovei (lie general taxation and expenditure within 
their range, sub|ect to the condition of supplying a fixed con¬ 
tribution to the impel ml treasury " The Bengal Government, 
agreed to raise a tax on tobacco and betel by means of a licence, 

1 The provincial legislative '’ounrils were inaugurated m 1802 hy the Indian 
fonneils Act, 1861 

2 Budget speech, 27 April 1861, Legislative Council Proceedings , pp 359-61 

J Letter from Madras, 22 Apnl 1861 
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but wanted in addition that the existing licence tax should he pro¬ 
vincialized. This latter the central Government were unwilling 
to do. 

Evidently the proposal was premature. In Ins budget speech 
in 1862, Laing explained that the matter must he left to the new 
provincial legislate! es 1 * 3 I To still asserted Ins unsweiving faith m 
devolution ‘ I am as strong as ever in favour of the pnnciple of 
local taxation for local ohjei ts Tn fact, if this gieat Empire is 
ever to have the roads, the schools, the local police and othei 
instruments of civilization which a flemishing country ought to 
possess, it is simply impossible that the unpeiial Government can 
find either the money or the management ’ Tn the lesult, local 
taxation was not laised, but a. sum ot i’250,000 was placed at the 
disposal of local Governments, mostly for opening roads in cotton 
tracts on schemes appioved by the central Government However, 
a number of local taxes weie levied soon alterwaids, as we shall 
see in the next chapter. 


§2 Increase of Erprrnhture 

The expenses of government went on ineieasmg, hut tevenues 
did not keep up 'Hie principal cause of the increase in expendi¬ 
ture at the time was the general use ot puces and wages winch 
resulted ITom the cotton boom of 1H64-5 ‘We aiesaid Tie- 
velyan in 1861, ‘ in the midst ot one of those social changes winch 
mark the progress of nations A genetal meic.ise of puces and 
w'ages must he followed by a genei.il elevation of the standaid of 
public expenditure The effects oi this economic tiaiisformation 
were manifold. Fustly, it increased the cost of the existing sei- 
vices The pav and allowances ol offieeis, both civil and military, 
had to he hugely increased, and, aieoidmg to Temple, this 
increase was (Tom 15 to fit) pot cent bv I860 1 As tbe prices 
of foodstuffs rose, tbe expenditmo on commissariat contracts 
largely increased, and as wages im teased the outlay on public works 
became necessarily larger Secondly, the economic changes after 
I860 necessitated also an mci eased admimstiative equipment 
Reform in eveiv line was called for, and it invariably meant 
increased expenditure The ainiy authorities wanted bairaeks on 
an elaborate plan, and this meant on an average Cl million a 
year Others wanted a better system of police, and this involved 
a larger personnel on higher salaries Jail reform was another 
favourite theme of the time Tt was proposed to adopt the cellular 
system of England, at a cost of not less than £12 millions. This 
proposal made many wonder whether the prime concern of the 

1 Budget for' 1862 3 

a Financial Statement, 7 April 1861, also Financial Statement, 1865 

3 Legislative Council Proceedings (1869), p 120 
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Government was the criminal or the peaceful citizen. John 
Strachey caustically remarked 

When I think ot all that has to he done in India for the 
honest part of the community, how mads and railways and canals 
have to be made, how the people have to be educated, and ten 
thousand woiks of improvement to be carried out, it, seems to me 
monstrous that, we should have to discuss these schemes which I can 
only chnraotenze as schemes of sills sentimentality 1 

The fall of purchasing power meant an increase in the Govern¬ 
ment’s burdens and a fall in their leal income Had the money 
income correspondingly increased, there would have been little in¬ 
convenience But with land levenne as its mainstay, the Indian 
tax-system was neccssaidv inelastic As the customs duties were 
still a minor item, and the income-tax had been abandoned, the 
Government did not benefit appreciably by the lise of prices 
Purthei. opium was a \er\ unsteady source of revenue, and it 
repeated I v upset (he calculations of successive Finance Members 
The' total expenditure ol India mcieased from £44 millions in 
1861-2 to tot) millions l>\ 1870-1 The mciease in military 

expenditme was not cie.it, hut civil < h, lines rose largely The 
total civil c hinges in 1H6I-2 were £14 2 millions, but lose to £19-8 
millions by 1870-1 Of this increase, cluuges foi revenue collec¬ 
tion, law and ]Ustice, and miscellaneous items were responsible for 
the amounts of £1-29, 7 and £87 respectively The intiease 

under miscellaneous was the most striking—from £520,000 in 
1861-2 to £1,400,000 in 1870-1 

Massey realized at the very outset that some drastic remedy 

was necessary In 1866 it, was purposed to icvive the income-tax, 

but this proposal met with senoiis opposition and the idea was 
chopped. In 1867 the Government imposed the licence-tax in the 
teeth of opposition ficnn the' influential Fnropeun business com¬ 
munity in Bengal 2 3 A lame public- meeting was held in the Town 

Hall at, Calcutta to piofest against the Bill, and it was said ‘ that 

the cheers which mooted the orators were loud enough to he heard 
m the Government, House close bv ’ 1 Although the Bill was 
passed m a modified Conn (as a certificate tax), the Government 
realized the difficulty of imposing any new tax hindens 

Massey also was convinced of the futility of the imperial 
Government, managing the whole of the finances of India He 
repeatedly pointed out that for meeting the growing need for 
economic improvements local taxation was essential In 1867 he 
said ‘ In the vast and various piovmees which are muted under 
the dominion of the frown throughout- tlie continent, of India, 

1 Legislative Conniil Proceedings, 20 March 1868, p 193 

2 Legislative Council Proceedings (1867), pp 185-92, Pritchard, op cit , vol T, 
pp 276-8 

3 Sir Richard Temple, Men and Events of My Time, p 336. also Pritchard, 
op cit , vol. I, pp 276-8 
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there are many sources of revenue which might be made available 
for local purposes, but which could not be used for imperial objects 
without giving rise to'just complaints ol partial exaction, or even 
of breach of faith.’ 1 Theie were also technical difficulties m m- 
cteasing central taxation. The permanently settled estates claimed 
immunity from fuithei imperial mijxrsts, but the local Government 
could tax them foi local put poses, tor carrying out improvements 
which would directly benefit the landholder Further it was im¬ 
possible foi the impel ial Government to exercise effective financial 
control over the pi ounces, and the only means ot pieventing extra¬ 
vagance was to impose some Responsibility on the provincial Govern¬ 
ments. Massey theieloie decided upon a scheme ol provincial 
finance, and in I8fi(i adtliessed a cnrulai letter to all provincial 
Governments proposing to tiansfei to them certain heads ol 
expenditure like education, police, puls and public* works, and 
suggesting that lunds might he found horn a licence-tax, a house- 
tax, an octioi, and a succession dutv. The proposal was leceived 
coldly by the pi ovine ial Governments The Bombay Government 
suggested that income-tax should he* re-imposed and the proceeds 
distributed to the provinces - 

§3 A Schour of Federal. Finance 

As the financial position ol the Government continued to he 
unsatisfactory, Massey put loiwaid anothei scheme ot decentra¬ 
lization m Januaiv 1807 The details ot the plan were woiked 
out by Richard Strachey, who had m the meantime become an 
ardent advocate ot docentialization The new scheme was one 
of fedeial finance, and it evoked a keen contiovcisy throughout 
the countiy A detailed account of this scheme should be 
valuable at the present time, when a full-fledged scheme of federal 
finance is being introduced 1 

Strachey's note ol 17 August 1807 was the thsl and the 
most complete desc upturn ot the scheme His main idea was a 
g'adual fedeiahzation of the Indian financ ial system He aigued 
that ‘ the old ligoiously centralized system ot finance had shown 
the most unmistakable signs ot its incompatibility with the existing 
state ot things ', and suggested as a lemedv that so tai as practi¬ 
cable ‘ the entile tevenues and expend 1 1uie should he placed on 
the local Governments' This change was not, howevei, to lie 
effected immediately , but by degiees, so as to avoid all risks 
of contusion in the public accounts, while educating the local 
officers in matters of financial administration Although the im¬ 
mediate reform which he proposed was small, Stiachey had a clear 

' Financial Statement, 1S07-8, Legislative Council Proceedings, p 154 

- Governor’s Minute, 25 November ISGG 

5 A paper by the author m the Indian Journal of Economies (1926) on ' An 
Early Proposal for Federal Finance ' has been incorporated here. 
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vision of the end to be aimed at The central (lovernment should 
ultimately he divested of detailed concern with all those items 
of expenditme which pel tamed to blanches of administration, the 
details of which it could not piopeily contiol. ‘Thus,’ wrote he, 
‘ T should conceive that the financial i>ositioii o| the centtal author¬ 
ity should by degiees be biought to assimilate geneially to that 
of the United States centi.il government, though, of course, powers 
of siipeivision and contiol ot <1 general natuie must continue to be 
exercised ovei the finances ol the separate local administrations 
which have no existence m the case ol America 

Fedeiahsm was tlms the definite goal aimed at by Strachey 
and Massey The success of the fedeia! constitution of the United 
Stales had become geneially recognized by that time, and even 
the Civil War which then 1 apod did not shake this opinion. In 
the ’sixties tcdeiahsin was much discussed in Filmland in con¬ 
nexion with the Dominion of Canada Act Even apart from 
these factors, the physical and political conditions of India have 
always been such as to slickest a ledeial analogs 

The immediate measuie of devolution pioposed by the Finance 
Membei was not ol am huge magnitude ll was only a first 
instalment ol the ledeial finance system which y\as ultimately to 
be set up A tew charges undei heads such as jails, education, 
medical set vices, and loads yyetc to be tiansteued to provincial 
management, and in oidei to meet these chaiges, the whole of 
the revenue credited to the heads, law and justice, and education, 
yvas to be handed ovet to the ptoyincial Governments, as also 
one-sixteenth ot the land levenue and one-tom th of the levenue 
from licence-tax collected in the piovinres For the lest, flip pro¬ 
vincial (lovernments wete to be peinntted to laise fresh taxation 
or to levy an extia cess on existing taxes 

Stiaehey recommended the tianstei oi a poition ol the land 
revenue on the 'pound that it yvas ‘ perhaps the best general 
standard by yvliich to measuie many of the claims toi public 
outlay ’ In his opinion this held pood in paiticulai as regaids the 
charges toi toads, the yyhole oi yvluch lie proposed to tiansfer to 
local management ‘ It is mainly to the agncultmal interest that 
good loads aie ot mipoitance. India being essentially an agticul- 
tiual (ountiy and its yvealth depending so gioatl) on the possibility 
ot its produce being expoited with profit, the const.! action of roads 
is of the fiist necessity toi geueial prosperity 

Tlie idea ot sliaimg the existing i eve lines y\,ts suggested because 
it was hoped theieby to gi\e the piovnuial Governments an 
incentive to adinmistei those taxes economically and efficiently. 
It was also intended as a means of ‘creating distinct, local 
revenues, without the ml induction ot new forms ot taxation and 
without the action of sepal ate tax-gathering establishments, both 
of which necessities must arise under any other system and both 
of which are, if possible, to be avoided ’. In this manner the 
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provincial Governments were to receive a revenue estimated 
at £2'7 millions, against which the charges to bo tianstened came 
to Tl-5 millions. The balance, l'l“2 millions, was to be used ioi 
public woiks. The provincial Governments weie to have a regular 
annual budget showing their revenues and expenditure, and each 
province was to have a sepaiate Finance Depaitment Hovvevei, 
the Government ol India leseived the tight to withdraw the 
levenues in case ot emeigency. 

Massey claimed that the reionn pioposed would (1) lead to 
economy and check extiavagance by the piovincial Goveinincnts, 
(2) make both the cential and the piovincial administiations more 
efficient, and (d) give the (|iuetus to the unpleasant jealousies and 
bickerings between the Governments That India v\as not 
tit for a unifoim tax-system had aheady been dcmonstiated by 
the tussles with Bomba y , and it was cleat that no advance could 
be made without some teal decentialization. 1 

Sir Fleniy Maine and Hu William Mansfield, Members of 
Council, gave stiong suppoit. to the ptoposal Maine was certain 
that the system ot tinanual control was 'at all events in dangei 
ot going to pieces, unless the stiam be lightened somewheie ’ " 
All that the cential Government could do was to rebuke the pio- 
vincial authorities, but that was not a veiy serious penalty, and 
one could easily become < allous 

It seems to me to lie loo hastily assumed [vviote Maine] that 
the nearly exclusive eontiol now enjoyed ovei the finances of the 
country by the Government ot India insults necessarily and inevit¬ 
ably m economy . The truth is perpetually betoie us that the 
Indian Government, in all its paits, is one ot the most ephemeral 
in the vvoild Five, ton. oi fifteen years hence, we may have a 
Governoi-Genei al with special crotchets—let us say mihtaiy 
crotchets—which may lead lmn to expenditme transcending the most 
wanton extravagance ot all the lbcal Governments together, and for 
which, moreover, them would be nothing to show I see positive 

advantage in cm tailing to some extent the piopm fion of the iavenues 
of Tndia al the absolute disposal of the central Government, and in 
fully appiopnatmg a considerable pail of these levenues to the needs 
of local Governments T can quite* conceive « campaign in the 
Oxus or -laxartes being undertaken vvitli less piecipitation if tlie 
supreme Government bad lost the powei ot summaiilv stopping all 
public works throughout India and could only pay for lmhfaiy gloiv 
by boiiowmg or taxation It the Indian public, debt be analysed, 
T vent me to say that, putting aside tin* results of the event of 18a7 
if will he found to have been mainly incurred Ihiough impel ml and 
not local extravagance 

Sir William Mansfield pointed out from Ins own expeiience 
that thete had been peipelual fuel ion between (he cential Govern¬ 
ment and the ptoviiui.il administiations He wished ‘to make 

1 Minute, 19 Septcmbei 18G7 ■ Minute, 10 Septembei 1867 

3 Minute, 13 September 1867. 
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the local Governments pait,net's in the ■peat |oint stock ol the 
Indian finances . instead ot keeping them on the footing of 
agents and seivants who, having no motive foi economy in using 
the means of their mastei, think only of enhancing then own 
demands by comparisons, move oi less well-founded, with the indul¬ 
gence conceded lo otlieis ' Fie thought that theie was an appro¬ 
priate analog} between India and the United States in a 
geneial vvaj India was in 1 ea lit y ‘a bundle ot Governments ’, 
even as the gieat \meiican Republic He would not be contented 
with mere financial decenttali/ation as suggested by Strachey, but 
would like to see the finances and laws of the Umpire, discussed 
annually at a conteience of the piovmcial Governors and Commis¬ 
sions with the Supreme Council ‘In this manner’, he said, 

‘ could local Governments he moie closely associated with the 
cential Government, to compute the institutions, the wants and 
appliances of the scweial Governments, to state fairly before the 
public then own demands and to co-opeiate under the Govetnoi- 
Geneial foi inipeual pm poses ’ This would, he thought, serve the 
same pm pose as the Congiess ot the United States At the same 
time he was foi undying the presidency ailines undei a single War 
Ministry of the Government ol India He considered the presi¬ 
dency army system as a case of decentralization of the wiong 
kind, unsuited even foi a federal system 

H The Madras Scheme 

The scheme was circulated among provincial Governments tor 
their opinion 1 Most piovincos welcomed Lt ardently, but Madras 
was dissatisfied The Madras Hoard ot Revenue made u thorough 
analysis of the scheme and drew up an alternative pioposal 
which descives credit as a financial document The general 
lines of their scheme weie to determine what should be con¬ 
sidered the impeiial oi national expenditure of the Empire; to 
distribute this fauly among the several provinces, and require 
each to contribute its slime thus apportioned, yeai by year, making 
it. a first chaige on its levenues, to leave its local administration 
in all other tespecls to itself, subject to that general control which 
must, exist to ensure the due payment of its quota ‘ If the central 
Government first determines what each has to contribute,’ wrote 
the Board, ‘ each province must, adjust its requirements to its 
means ’ Madras was then contributing more Ilian its pioper share 
to the imperial exchequer. and only a system of fedeial finance 
could have removed this injustice to the oldest presidency of India 

The Board went into elaborate detail in justifying their 
alternative scheme. They analysed the Indian budget, item by 
item, and distinguished m that jumble of scattered ‘ giants ’ the 
legitimate spheres of the centra! and provincial budgets As the 


Circular letter No 2828, 19 September 1867. 
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imperial charges came in all to £‘24,787,416 The items included 
in it could not justly be charged to any special province. It was 
the common expenditure for national puiposes and should have 
been met fiom the combined puise ol all the piovmces. However, 
they found also certain items ol tevenue legitimately belonging to 
the central Government, but these levenues would meet only a part 
of the impeiial expendituie The teally imperial items were, intci 
aha, the mint, post office and telcgiaphs All these together would 
not produce more than £2,4(57,%<) The balance, £'22,319,456, had 
to be made up by taking a pel cent,ige of the gloss levenue ot each 
province If a percentage ot land levenue alone were taken, it 
would fall as a heavy buiden on Madias, where kind assessments 
were the heaviest. Similaily, an appoitionment based solely on 
indirect taxes (customs, opium, etc ), would be unfair to Bengal 
and Bombay. Therelore it would be best to take tiom every pro¬ 
vince a contribution piopoitional to its gloss icvenue 

It was also pointed out that the existing hnaiiei.il arrangements 
weie untdii to Madias The Madias aimy was maintained by the 
revenues ot the piesidency, but had to ganison the Central Pro¬ 
vinces and Buima as well Bombay too had sinul.it external 
rhaiges But neithei ot them got a subsidy toi sm h seiviccs The 
light thing would be to make the whole of the regulai airily an 
imperial charge 4 It [the Madias aimy | is in ie<i 1 it\ maintained 
for the seuuity ol the Mmpiie at knee hum internal rebellion and 
toreign aggiession The safety ol the whole depends on the safety 
of each pait, and it could ne\ei be peinutted to any poition ot 
the Empue so to teduce its nuhtaiv lone as to disable it fiom 
succouring any othei poition m the time ol need, or so to increase 
it as to endangei the Empue ’ 1 

It the bmdens ot the Empire bad been apportioned on the above 
basis, Bengal would have had to contiihute £7 7 millions, 
Bombay £4 4 millions, Madias £ 4 >'7 millions, the North-Western 
F lOVUKOs £V? millions and the Punjab £ 1 ■ / millions Bengal and 
Bombay would thus have a deficit, while .Madras would have a 
surplus, which could be used toi long-delayed public improvements 

I he Government of Madias were also convinced that the 
provincial budget should be discussed and approved by the local 
legislative council Sir Alexander Arbuthnot Member of Council, 
declared that this had long been an aiticle of his political faith 
With a view to establishing a thoroughly effective check on the 
expenditure of the local Government, it would be useful to pass 
the budget, section by section, and embody it m an Appropriation 
Act The appointment ot non-official membeis had proved a 
source of strength, and not a source of embarrassment, as some 
had feared.” The same views were latei piessed bv linn and by 
the Madras Government in 1870 


1 Board Memorandum, ‘27 January 186? 

1 Madras Legislative Council Proceedings, 23 Fcbruaiy 1871. 
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§5 Imperialism versus Federalism 

In a striking minute ot 1868, Lord Napier of Merchistoun, 
Governor of Madras, made a seal clung analysis of the merits and 
defects of fedeiahsm tor India. In his opinion the federal system 
had great advantages Fnstly, tbe provincial Governments would 
be interested m raising as large a levenue as could be uused 
consistently with the weltaie ot the country Secondly, the pro¬ 
vincial Governments would act with moie letiection and energy 
in the pioseeution of public improvements. ' Their plans for public 
good would not be checked oi overtoil ned by a distant authority, 
their responsibility would not be divided, their credit would not 
be shared, and the financial tesults ol their labours would be 
letained in-the piovniees Tlmdly, piovincial budgets would be 
protected against the mistakes and delays resulting horn the inter¬ 
ference ot a contiollmg external authouty which was itself ovei- 
burdened with work and incapable of dealing with local details 
Fourthly, the bunlen ol taxation would be moie willingly boi ne 
by the people, because they would feel that the bulk of the revenue 
was spent for them directly. 

At the same time, Napiei found mote substantial metits 
in an imperial system Fnstly, a. cenlialized system oi finance 
went very well with a centralized system ol administration and 
only such a powerful adininisti<ition lould have (lie lesources and 
prestige to impose ovei the Indian states, to oveishadow them, 
even to be geneious to them, and to keej) the rival factions in 
the countiy under contiol Secondlv, the stiong position of the 
central Government invested it with a degiee ol credit m the 
English money maiket whuli was about eijual to that ot France 
or the United States, and supeuoi to that ot Ihissia Thus India 
could bonovv hei capital at 5 pei tent It the tential Govern¬ 
ment, became ,i ‘ pensionei ol the pi evinces', it would not lie able 
to command such ciedit either m Fmgland oi m India, and even 
Indian capitalists would lie leluctant to lend to provincial Govern¬ 
ments The gieatesf need ot the liom was puhlu works, and 
under a tedeial system it, would be difficult to find the lesouices 
foi rallying out such woiks Tliudly, sevcial tominon interests 
ol India and the interests ot baekvvatd paits weie bound to siiffei 
under a federal system The maintenance of frontlets, the mi- 
piovement of poits and h.ubouis, the maintenance of a poweifnt 
army or navy, all these lecpmed a poweiful cento al Government, 
with authouty all over the countiy Foiuthly, a (ertain amount 
of uniformity was necessaiy for the h.uinonioiis development of a 
sub-continent like India. A common system of civil law and 
administrative piactice was essential Without a powerful central 
Government, divergences of a very inconvenient kind were likely 
to arise in law and administrative piactice. Fifthly, a powerful 
central Government was a military necessity at the time. Only 
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such a Government could bring together all the resources of the 
country, m men and money, against foreign aggression; and with 
the growing menace of Kussia and the recuiring disturbances on 
the Frontier, a fedeial system would be a dangeious experiment. 
Sixthly, Napier also thought that the centialized authority of the 
Government of India lepresented the majesty of the British 
soveieigu, and filled the place ot the Great Mogul in Indian imag¬ 
ination In Ins opinion such a tradition ot automatic sovereignty 
was congenial to the oriental mind, and essential to the allegiance 
of the numerous peoples and piincipahties of India 

On all these grounds, Napier thought that, on the whole, an 
imperial system was piefetable to a tedeial system, in the circum¬ 
stances ot the time But if a ledcial system weie preferred, it 
could not be seemed by the ' paitial ’ pioposals ot Massey Parlia¬ 
ment would have to move and a congiess he called in India with 
representatives I’toin the provinces But it finance were thus 
federalized, administration had also to he federalized He had 
no faith in hiill-measmes and theieloie opjiosed equally the Massey 
scheme and the pioposals ol the Boaid of Revenue. 1 

§6 Opposition in the (tovcrnnir.nl of India 

lu the beginning, Loid Lawrence, the Viceroy, was not 
opposed to Massey’s scheme, but lie was leluctant to support it. 2 
Subsequently, he became mote and mote suspicious, as is cleai 
from his later minutes and the evidence he gave betore the 
Paihamentaiy Select Committee 1 He was convinced that a 
centralized Government was necessity toi India’s defence, and he 
greatly teaied that derentiahzation would weaken the Government 
and ondangoi the safety of India He also denied that the financial 
control of the Government of India was ‘ going to pieces ’ (pace 
Sir Henry Maine) The analogy of the United States would not 
hold, because in India, the Govei nments weie not controlled by 
the people Indeed theie was no haim m tiansiemng poitions of 
revenue and expenditure to the piovinces, but the eential Govern¬ 
ment must maintain a strict watch It was said, in justification of 
the federal pioposal, that when the piovinces got the power to 
spend money they would laise moie taxes, but tins was a dangerous 
possibility Whether fresh taxation was imposed by the central 
Government or by the piovmcial Governments, it would be equally 
unpopular, foi neithei of those Governments existed by the people’s 
consent. Lavvience saul 1 Even otticial who is connected with 
the Government, particulaily the higher officials, are all looked 
upon as part and parcel of the same system, and whether I as 
collector, or commissioner, or Lieutenant-Governor, or (we will 

1 Minute, 15 Febuiaiy 1868 : Minute. 7 September 1867 

’ Minutes of 27 September and 22 October 1867 Select Committee Report 
(1873) 1 
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say) as Governoi-General, initiate and cany out a particular policy, 
it is all consuleied as belonging to the one Government and the 
one system ” Theieiore, wisdom lay m keeping taxation light. 
‘ We aie a handtul ol toieigneis in this countiy wrote Lawrence. 
‘ To tax the people the least and to use the taxes toi beneficent 
admmistiation is 0111 best poh« y , and this is the way to consolidate 
our hold on the tountiy ’ J II the pioviiiciul Governments were 
left tree to tax, it might cieute discontent and might end in anothei 
Mutiny 

These views wem powerfully suppotted by Majot-Geneial Sir 
Henry Durand, Member ot Council He denied that the financial 
control exemsed by the central Government was vexatious 

Stiangely enough, the Government that has been treated with 
the greatest hbeiahty d not laxity, by the Government ot India 
is precisely that winch has shown most disposition to evade, il not 
oppose, the hnaneial eontrol ot the (initial aulhontv Theie has been 
no difficulty m 0111 lelalinn with the Madras (Jmemnient, on the 
contiaiy, with liardlv an exception, nothing can have been moie 
model ate and econoimeal Ilian the jnoeedme ol that local Govern¬ 
ment. Bombay alone has sought to push away attention Irom 

mmiexms, and some ot them veiy gtoss, cases ol iiiegalae and 
protuse expenditure h\ laismg 1 he- c ly ot petty and vexatious inter¬ 
ference on the pait ot the Government ot ludia I confidently 

asscit that at piesent theie is absolutely no ground whatever lor the 
allegation that the financial eontiol of the Government ot India goes 
to the extent ot the excess To subveil the financial eontiol 

of the ceutial Government, because one out ot mile adminisliations 
has ptoved rather ichaetoi v, is about as sensible a pioeeduie, to 
my mind, as to annul the Aitides ot Wai and Iho powers ot the 
(.’ominandei-in-C’Inet, because a legimenl should happen somewhat 
to misbehave 1 venluie to doubt the statesmanship of tiding eithci 
India oi ainnc's m tins way 3 

Tins line ot masoning decided the fate ot the scheme In IcStjS 
the mattei went up to the Secmtaiy ot State Su Station! 
Noitlieotc, m the couise ot a debate in the House ol Commons, 
said that, although he concuned m the pi me i pie ot Massey’s pio- 
posal, ‘ he would he the last (o recommend the weakening ot a 
system that had laised the cmdit oi India to the highest pitch ’ 

It was the tear of another mutiny that weighed with Parliament 
in assenting to this view Theie the mattei ended 

The fears of the imperialists wem hugely unfounded Neither 
Massey noi his suppoiteis wanted to weaken the position of the 
cent)ill Government What they wanted was to ease the burden 
of that Government by tiansfeinng some finainial pouei to the 
provincial Governments But such poueis wem to be exercised 
under the supervision of the central Government The local needs 
of the piovincial Governments weie growing and the only way 

1 Selc<t Committee Report (1873) 3 Minute, 22 October 1807 

5 Duiand’s Minute, 7 October 1867. 
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of meeting tliose needs was to raise local taxes and to spend the 
proceeds of such taxes with the concurrence, in some form, of local 
representatives With such a quid pro quo, taxation could become 
less unpopular and the burden of the central Government could 
be eased This policy was soon put into effect and none of the 
dangerous consec|iienc cs feaied by Durand lesiilted from it Dmand 
might have raised such objections to the scheme of John Blight 
(1858), but they had no [joint in connexion with Massey’s modest 
proposals. 

How’ever, India was not then npo for a full-fledged system of 
federal finance There was not yet m India a degree of political 
and economic unity siillii lent foi the toimation of a federation 
Fmtiler, there was no meaning in talking of ledeialisin when both 
the central and piowncial Governments were ecpialh controlled by 
officials A go\eminent must be contiolled either horn above or 
from below In the absence of popular eontiol, the i ontrol from 
above was necessaiv Theiefou*. federalism was then piemature 
for India, and the country found gieatet s,ifet\ in the instinct of 
Lawrence than in the leasomng ot Massex 

§7 Increased Tu tuition 

Thus this eailv pioposal loi fedeial finance failed The lesult 
was the ie-iin[)osition ol the income-tax Lord Lawience had 
made up his mind befoie la* left India in Decembei 1868 to 
con veil the certificate tax into an income-tax, and his successor, 
Lord Mavo, agreed with him Aeeoidmgh, the new Finance 
Member, Sn Bichatd Temple*, mtiodnced a bill, in March 1868, 
‘for imposing duties on income and piolits aiismg from offices, 
piopeity, profession and trades’ 1 The ceitlficate tax was alieadx 
an income-tax testiieted to certain classes, and it was tan to place 
a similar burden on all other classes The rate was to be the 
same as for the* cettlficate tax, i e 1 per cent , but later m the 
vear it was laised to 2 pei cent Not onh trader's and fund- 
holders but, landholdeis were also assessed to the tax Most of 
the exemptions undei the certificate tax were swept awa\. but 
insurance companies were exempted The lull was passed without 
much opposition 

Even then, the finances of India showed no improvement On 
the other hand, (hex deteitotaled \ surplus was expected toi the 
vear 1869-70, but as the \ear advanced, all indications [minted to 
a large defic-it, clue elnefh to the depression in trade and the fall 
in the price of opium The Government theiefoie proposed an 
enhancement of the income-tax to 2 per cent The Maharaja of 
Jaipur and Major-Geneial Sir TTenrv Durand opposed this measure 
Replying to the Maharaja, Temple said that the income-tax might 

1 Legislative Council Proceedings, (i March 18G9, pp 101-3*2 a1=o Sn Richard 
Temple,' op cit , p 337 
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be odious to those who would pay it, but not to the people generally. 
Only one person in a thousand would pay it. The Government also 
increased the salt-tux in Madras and Bombay. The duty in Madras 
was raised from Re 1-11 per mauiid to Rs. 2 per maiind In 
Bombay it was raised fiom Re. 1-13 to Rs. 2 per maund. The 
immediate occasion for this was the financial stringency, but it 
was also necessary for moving towards the goal of equalizing the 
salt-tax all over India. 

By these measures, the impending deficit was converted into 
a small surplus. But the expenence of foui years convinced the 
Government that the only tudical lemedy lor the chronic deficits 
was the decentralization of finance 

When the financial statement was piesented on 2 April 1870, 
a bill for renewing the income-tax was also placed before the 
Council It w T as proposed to raise the late to (5 pies in the rupee, 
or 3J- per cent This mused some opposition The public consid- 
eied the income-tax as an emeigency measuie, and to continue 
it from year to year was regalded In many as impolitic. Strachey 
pointed out that m no other way could the financial needs be 
met than In imposing an income-tax The estimated yield of 
the tax was £2,181),000, but the actual yield was slightly lower 
In 1871 the Finance Member again moved foi a tenewal of 
the income-tax and all the old olqections against the tax were 
repeated once again Inglis, an offii ei who had had expellence 
of income-tax collection in the Noith-Western Ptovmces, com¬ 
plained about the lack of tellable data for assessments, which made 
the tax ‘ so hateful to the officer who had to assess it and the 
people who had to pay it ’ Several cases of corruption and 
oppression had occurred, a huge numbet of people bribed the 
subordinate officers to keep their names off the list He believed 
that ‘for eveiv man wdio paid income-tax to the Government, 
twenty paid to get off: and that for everv mpee paid into the 
treasury, anothei was paid to the subordinate native officials ’ In 
his view, the income-tax demoiahzed the people of India and 
created widespread disaffection John Stiuehev questioned this 
statement In Ins own expel lence, no serious oppression had 
arisen on account of the income-tax Sir George Campbell 1 pointed 
out that incomes from property and from labom should be assessed 
at different rates 2 

The income-tax was again imposed in 1870-1, and. as a result 
of the increased taxation, drastic retrenchment and the measure 
of decentralization, the vear 1870-1 closed with a surplus of 
£1,482.990, which was half a million more than the estimated 
surplus. 

The income-tax was continued for two years longer, but the 
taxable minimum was raised from Rs. 500 to Rs. 750 in 1871-2 
and to Rs. 1,000 m 1872-3 Year after year, there was repeated 


1 Lieut -Governor of Bengal 1 Legislative Council Proceedings (1871), p 404. 
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criticism on its renewal, and the discussions of the annual Finan¬ 
cial Statement became lively Official niembeis expressed their 
opinion freely m those days, and the non-official Fjuropean repre¬ 
sentatives weie loud in their criticism of the Government. The 
provincial Governments also became more and more opposed to the 
income-tax Sir George Campbell held that a proper assessment 
of income-tax was difficult m the existing state of statistics In 
the opinion of Sii William Muir, the pteat objection to the tax 
was that it destroyed the influence and populanty of the district 
officers and fostered suspicion and concealment on the part of the 
moneyed classes The Madias Government consideied the income- 
tax to be entirely unsuited to the conditions of the country 
However, the Finance Membei was unwilling to pive it up, and 
its abolition m IK73 was clneflv due to the opposition of the new 
Viceroy, fjord Noithbrook 



CHAPTER XIII 


DECENTRALIZATION OP FINANCE, 1870-1 

tjl Genesis of the Neir Measure 

At last, the dreams of Lining and Massey came true. The 
financial dislocation resulting from the increase of expenditure and 
decline of revenues after 1800 has already been dealt with. Im¬ 
mediately after Ma\o took rluugo ot the viceregal office, he 
realized the seuousness of the situation Expenditure went on 
meiensing, but levenue did not keep pace Year after year the 
budget closed with a deficit, and the accumulated deficits from 
18(10 amounted to ahme I'f> millions He boldly earned out 
retiemhment and imposed additional taxation, but ho soon realized 
that such measmes weie not adequate foi lestormy financial equili¬ 
brium Demands liom the pi minces were inneasing, and this 
was the ctux of the situation ''I'licie was oil In one remedy to 
present the demands homy made and this could only be done by 
imposing on the local C.ovornments a ical and effective responsi¬ 
bility foi maintaining eqmhluuim of then local finances M As the 
Government Resolution put it ‘ It was expedient that as far as 
possible the obligations to find tlie funds necessary for administra¬ 
tive iinpio\eiiients should rest upon the authouty whose immediate 
duty it was to devise such measmes Lord Mavo therefore pro¬ 
ceeded to stnke at the loot, of the' difficult v b\ initiating the first 
successful measure' of deeentiah/utioii Thus he set m motion a 
foi re which gathering momentum in successive penods, has 
brought India to the tlueshold of ledeial finance 

Befoie the close of 1809 Emd Ma\o launched his scheme for 
discussion and I'laboration Fulh lorogmzmg the value of focus¬ 
ing attention on the question, Ma\o placed the measure before 
the Legislative Council at the veiv outset Temple and Strachey 
stionglv supported him ! Temple’s minute' which began the dis¬ 
cussion, stated that he was oiilv cativing out what lie understood 
to be ‘the tendency of the views and wishes of the Governor- 
rjeneial Mavo wrote ‘I am deteimined not to have another 
deficit even if it leads to the diminution of the iiiniy, the reduction 


1 Minute on Lord Mayo’s Adrninelrat ion by R Stiarhey 

2 Resolution No 1131 14 Dcremhrr 1370 p,n 3 

3 Temple had himself adiimbiated a si heini' of deeentrati/ation hefoip Mayo 
arrived, whenbv he piopostil In enlarge the financial powers of the Madras aud 
Bombay Governments, and natmallv he would have been keenly interested in 
putting through Mayo’s measure But he had to leavi fin England soon after¬ 
wards and the whole burden fell on Tohn '■’traehey, who acted as Finance Member 

‘ 23 .Tunc 
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of the civil establishments and the stoppage of public works.’ He 
was convinced that the provincialization of certain revenues and 
heads of expenditure would lead to economy, increase provincial 
responsibility and avoid much adrmmstiative difficulty Above all, 
he thought that it would enable the tillers of the country gudually 
to institute in various paits of the Mmpiie something m the shape 
of self-govei nment, and that it would eventually lead to the huger 
association ot Indians in the conduct ol public affairs 

The chief object of Mayo’s piopoxal was the transfer of certain 
administrative services to the pi ounces, with fixed assignments 
of revenue in order to meet those ch.uges The departments thus 
handed over were jails, police, education, legislation, medical 
sei vices, pt inting, toads, civil buildings, and miscellaneous public 
improvements Evidently tlie\ ueie seivnes essentially of a local 
chaiactei, and the provincial (hneinrnents could he legitimately 
expected to take a spec ml mteiost in then ujikcep But they' 
vvete also spending deportments, and the revenues realized from 
them were small as compared with the expendituio inclined in 
maintaining them Tin* cential Government weit* unable to give 
the piovinc’ial Govei niiic*nts the* whole giant lutheito made for those 
sei vices, viz 1\>(),()|9.5I*2 Tn oidei to relieve the impenal ex- 
chetjuei, the sum ol I'daO.uOO was deducted out of it and the rest 
was distributed among the vanoiis provincial Govei iimonts The 
doficiencv was to he nu*t eithc*i by ec onomv oi bv provincial 
taxation 

The s(dic*me was sent to the ptoumes tor opinion The 
Govei nment ol the Not f h-Westei n Biov line's hailed tin* scheme 
‘with hope and confidence’ 1 * 3 Madias also accepted the pmjxisal, 
but Imped that moie de|)artmeiits would In* tiansfeiiod and sub¬ 
stantial ievc*nues assigned to the piovuices* The Government ot 
tin* Cential Provinces suggested that some levenue of an elastic 
cdiaiactt'i. such as that liom excise oi foiests, might he* handed 
over to the local Govc'i nmeiits, as otlu*rvv isc* i( would be* difficult 
to find funds in the |>iounces The same* Government also pro- 
posed that the whole piovumal levenue and c*xpenditurc* might be 
fransft'iied to them Bombay exjnessed itself strongly against 
fresh local taxation That piesidency was then in spyere straits 
owing to the suddc*n tall m the pnec* ot cotton The Govei noi of 
Bombay i('commended a full-fledged fedeia! system of finance as 
the host solution In case* ol necessity, flip central Government 

1 Lettei, 15 Septembi r 1870 

•Tiisl before I lie Resolution was issued, the Government of Madias had made 
rerfain ' overtures’ lor a financial nirangemcnt (leUei, ‘27 SeptoinUi 18701 hut 
the Government of India s reply (10 Oc lohrr 1S70) upset the Madras ailthonties 
so inueh that they wrote (8 Noven.hn 1870) that they ‘cannot dismnse from 
themselves that (hey have found a spmt of distrust ami a spirit of inquisition 
where thev hoped to obtain confidence and independente and that they had 
reluctantly arrived at the conclusion that it. is not piacticable. under present 
cireumstances, | 0 coinc to a haiinomous adjustment of opinions and mtciests with 
the Government of India ' 

3 Letter, 27 September 1870. 
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might take the whole revenue of India, but normally, lie said, 
local revenues should be devoted to local requirements. 

The Resolutions of 1870 and 1871 

After ascei taming the views of the provincial (iovei nments, and 
after fuithei discussion in the Council, the dm eminent of India, 
on 14 December 1<S70, published then Resolution No 8.44, which 
has since become turnons ft contained the details of the proposed 
system The assignments (total 1*4.688,71 1 > were apportioned 
among the piovmces as follows 


t € 

Oudh 206,948 N-W Provinces 640,792 

Central 'invoices 261,268 Punjab 516,221 

Bui mil 275,882 Madras 789,488 

Bengal 1,168,592 Bombay 880,075 


The Resolution defimtelv laid down’ that ‘ unless some fiscal 
misfortune, such as liea\\ loss m the opium levenue oi national 
disaster such as war oi severe lamme ixcuis, the Governoi-Geneial 
in Council wnll maintain for the future the assignments for 
“ Provincial fieivices ” at the amounts now fixed ’, and that ‘ they 
will not in any case be i educed without previous consultation with 
the Governments’ The piovmtinl (Ioveinments weie lequned to 
prepare their own local budgets on the basis of these assignments 
and to distribute the assignments between the several services Tf 
any savings wem atTeited, they weie to lemaiii with the provincial 
Governments and wen* not to be appropnuted bv the central 
Government The annual budgets vs etc to be published m the local 
Gazettes for geneial information and a financial exposition was to 
be made before the local Legislative Council 

Some restrictions were, however, imposed upon the new 
financial poweis of the local Governments Without the previous 
sanction of the Goveinment of India no new appointment was 
to be created witli a. salary of more than Rs 250 a month, no 
addition was to be made to the salaiy of any officer whose pay and 
allowances exceeded Rs 250 a month, no classes or grades of 
officers were to be abolished, and the jiav oi grade of no class of 
officers was to be raised Not were additions to be made to the 
pay or allowances of any individual or class of officers that would 
lead to an increase m the emoluments of any public servant, doing 
duty in the same province, whose pay or allowance was charged 
to the Government of Tndia The supreme Government also 
retained power to forbid alterations in rates of pay or allowances 


1 Par 17. 
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which would produce inconvenience in other provinces. No 
moneys were to be removed from the public treasuries for invest¬ 
ments. ‘ No services now rendered to other departments at the 
charge of the departments made over to the control ot the local 
Governments are to be diminished, and no services now rendered 
to these departments at the charge ot other departments are to be 
increased.’ 

On 20 March 1871 the Government issued another "Resolution 
transferring additional seivices to the provincial Governments, 
namely (1) petty construction and icpaii of buildings in the civil 
departments (with some exceptions), (2) medical services, com¬ 
prising salaries and allowances of medical officers of medical 
colleges, central jails and othei minor items. Other alterations 
were also made in the assignments as fixed by the Resolution of 
December 1870 1 A special donation of €200.000 was made to 
the provinces in order that they ‘ may be able to inaugurate the 
plan successfully and to have as it were a fair start ’ The actual 
resources thus handed over to the provincial Governments foi the 
year 1871-2 are given in the following table 2 


PROVINCIAL RKSOI'RC'RS IN 1370 1 


Provinces 

i-f 

j Total I 

i assign i 

inentrt 

i 

| 

Receipts 

surrcu 

ilered 

Total 
n ‘Sou ices 


i 

£ 

£ 

£ 

Madras 

| 752,300 

1 

81.600 

834,100 

Bombay 

901,200 

1 

55,300 

956,500 

Bengal 

| 1,197,900 

264,800 

1,462,700 

N -W Provinces 

635,000 

110,000 J 

1 

745,000 

Central Provinces 

i 

269,600 

1 

24,000 j 

293,600 

Punjab \ 

528,800 

07,400 

596,200 

Burma 

1 

276,500 j 

28,600 

305,100 

Oudh ! 

211,300 | 

14,700 

226,000 


1 


1 Resolution {Finance) No 1059 of 20 March 1871 Among the alterations 

was the retransfer of the Calcutta University from the provincial to the imperial 

budget (Letter from the Government of India, 21 March 1871) 

1 Drawn up from Resolution 1660 of 20 March 1871, and fiom the Financial 

Statement, 1871-2 
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The Provincial Budget 

Thus a separate budget was formed for each province, and the 
services handed over ceased to he mentioned in the impel tal budget. 
The disappearance of the transfeired subjects from the central 
budget cieated mi,-.giving m the minds of some people, and in 38(8 
(lie provincial budgets were appended to the imperial budget 
Furtliei, the nature and size of assignments vaiied Iron) year to 
year uccoidmg to flic state of nnpeiial finances. 

One of the underlying pimeiples of the Resolution of 3870 \v r as 
to gi\e the provincial legislatures, where such existed, some real 
responsibility in icgard to provincial budgets Paragraph 19 made 
clear provision for tilts ‘ Each local (loveinmeut will publish its 
own provincial set vice estimates and accounts m the local Gazette, 
together with a financial exposition (which should, where possible, 
be made bet'oic the local ilegislative Council) analogous to that 
amnialiv made in the Legislative Council ot the Governor-General 
Had tins provision been given effect to, there would have been 
an early gumth ot financial responsibility in the provinces But 
it, was soon realized that stub a pioiedure contravened s 88 
of the Indian Comte iI s A< t of IHfii The sanctum of the Council 
was only leqinied for levying new taxes, and there was no point 
in presenting a budget to (lie Coiiik ll if it, could not be discussed 
bv it However, the 1 Government <>l Madias boldly suggested that, 
the piovinci.il budgets should hum a schedule to an Appropriation 
Rill and that its contents must, be voted section by section, as m 
the British Parliament 2 The Advocate-General (John I) Mayne) 
pointed out that such a pmreduie would paralyse the whole exe¬ 
cutive and make Hit* Legislative Council sovereign But, nothing 
daunted. Lend Napiei held thinly to Ins opinion The Government 
of India vvcie shocked bv tin* piojrosal and did not approve of it 
The Madras Government, as usual, appealed to flu* Sec letary of 
State, but that, was of no avail 1 ‘ Such a mode of piocedure 

vviote the Secict.uv ot State, ' is onlv applicable in a lepiesentative 
assembly, winch lias lull powers of cnntiol over the executive, and 
such (rowers Pailiamen! lias advisedly withheld fiom the Legisla¬ 
tive Councils of India ’ The Government of Madras had to wait 
fully r i() years to obtain that autlioiity, and perhaps it, was light 
that, it should he so 

Howevei, although the light of public discussion of the budget 
was not conceded, the provincial Governments obtained greater 
freedom for distributing their expenditure among the transferred 
heads so long as they did not exceed the total expenditure allowed 
them. The exact extent to which the right of reappropriation was 

1 Financial Statement, 1ft March 1873, p 21ft 

2 Letter fiom Madras, No 147 of 18 April 1871 

s Letter t,o Madras, 11 July 1871 

* Lettei from Madras, 12 September 187] Dispatch from Secretary of State 
to the Government of India, 18 January 1872 
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permitted is not quite clear, tor, when the Government of Madras 
proposed in 1874 to incieuse the grant tor education by reducing 
that for roads, the Secretary of State inteifeied and maintained 
that there was ‘ an implied understanding ’ that no one ot the 
grants should lie vv holly saciifued to the ot-heis llowevei, it was 
not denied that the right ol ^appropriation existed 1 Five yeais 
before this, provincial Governments did not possess even such 
powers as municipalities then possessed ovei their budgets. They 
were long in tribulation, but, deliverance came in 1870 

§4 Criticism of tlic Measure 

As usually happens in the case of moderate nieasuies, the 
new reform was attacked (tom two opposite sides Some opposed 
it from the cential Government's point, of view, others mticized 
it, from the piovincial side The eentiists avened that the measiiic 
was too radical, the piovuu lalists < omplained that it was too con¬ 
servative. The evils which the eentiists piedicled weie that (1) it 
would lead to the disintegiation of the jioweis ot the central 
Government and to a sepaiation ol mteicsts between cential and 
local authorities, (2) the local Governments would become extrava¬ 
gant, and (3) ‘ mipiopei and infamous' taxation would tollow in 
the piovinces to the gio.it detument ol Butish dominion in India 
Those who advocated piovincial claims pointed out on the othei 
hand that (1) the assignments woio inelastic and were unequally 
distributed, (2> the piovincial Governments had no mteiest m im¬ 
proving the levenues, and (3) the lestiutions imposed upon the 
piovinces were too hard and inconvenient Theodore thev advo¬ 
cated a mole thorough-going svstem 

The duel piovmciahst opposition came troni Madias Not onlv 
non-otticials like J B Noiton, but Responsible otticeis like Sn 
Alexander Aihiitlmot legaoled the ineasiue as inadequate Noiton 
held firmly to the Madias plan oi tedeial finance ‘The language 
of sound decentialization ’, said he, 'must he, “give me so 
much and vou keep all the lest ’’ ' 'This view was suppoited 
by the newspaper Hindu Patriot which utote ‘ Om plan of 
decentialization is this—we would sepaiate all the imperial chaiges 
fiom the local budgets and exact a peicentage as a sort of tribute 
fiom the local Governments foi the deftaval ot unpeiial expendi- 
tme. This is to become a fiist charge upon local revenue ’ 

It is rather remuikable to note that Arbuthnot also held the same 
view In his opinion, ‘instead ot deteumning what sum each 
piovince is to be at libeity to expend on the provincial admini¬ 
stration, the Government of India should deteinnne what sum each 
province should contiibute for imperial purposes and should leave 
the remainder for piovincial purposes ’ 2 Macfadyen sarcastically 

1 See Straehey, op cat., pp 152-3 

1 Proceedings of the Madras Legislative Council, 17 Febiuary 1871. 
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remarked ‘ Decentralization as understood by the Government of 
India is rathei like a one-sided application of the scriptural in¬ 
junction, ‘ Bear ye one another’s burdens.’ ‘ Just so,’ said the 
Government of India ‘ Hete, Madras, Bombay, etc,, bear this 
burden, we aie tired of it.’ 

However, the Madras leaders lecognized that a good beginning 
had been made Norton haded the nieasiue. although it fell far 
short of Ins expectations, toi he believed that it contained the 
seed and gemis ot what in due season will ripen into the best 
and lichest flints’ Rama Ayyangar thought that the proper 
adjustment ol the idative positions and functions of the subordi¬ 
nate and supieme Governments was one of the most difficult of 
administrative pioblems and tlieiefoie he was not disappointed that 
no sweeping change had been made, and that it was sought to 
proceed step by step 

The centiist attack was based on the tiaditional policy of 
centiahzntion The peinianent staff of the Government of India 
have always been cautious and have often been inclined to look 
with suspicion on an\ measure which delegated powei to provincial 
Governments Many ot the stalwarts who hitherto opposed the 
policy, including Loid Jjawience and Sir Chillies J Wingfield, 
spoke to the Finance Committee ol the House ot Commons on the 
colossal evils which were going to icsult fioni the decentralization 
policy Hold Mayo, though the head of the Government, had him¬ 
self to ta<e much opposition even iron) Ins own secretin nit 1 But 
these cautious statesmen and finanueis later admitted that the 
measure had not produced the ills that they feared it would They 
found that it testified m the establishment of more haimomous 
lelations with the piovmcial Governments and theieby made the 
position ot the central Government leally stronger than before; 
that it pioduced no extiavagance in the piovinces, but rather led 
to economy, and that no injurious measures of taxation were m- 
augmated in the provinces consequent upon this arrangement 
The supreme power ol the <ential Government was in shoit not 
weakened Avoiding to John Stiadiey, Hold Mayo hated the 
veiy tenn ‘decentralization ’ 2 Stiachey adds ‘ A more inappro¬ 
priate term could baldly be found It seems to suggest that the 
Government of India lias given up its own powei of control over 
the imperial revenue and expendituie It has done nothing of 
the kind The powers ot the supieme Government have been 
increased latliei than diminished An unreal and illusory authority 
has been abandoned and in its place a leal power of control has 
been substituted . The end to he aimed at by the Government 
qf India is to divest itself of all detailed concern with those items 
of expendituie which peitain to branches of administration, the 

1 See Sir William Hunter, Life of Mayo, vol II, p 76. 

J Legislative Council Proceedings (1871), p 169, also Mayo's speech, ibid , 
pp 290-1 Mayo seems to have avoided the term even in personal conversation. 
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details of which it cannot in fact control.’ 1 Thus all the vexatious 
interference of olden days had to go. 

§5. Inequalities in Grants 

The loudest complaint made by the provinces at the time was 
about the unequal distribution of the assignments among the 
various provinces The allotments weie not based on actual or 
future needs of the ptovince oi with any iegard to amounts contri¬ 
buted by them, but (m the words of Mayo himself), ‘ in the pro¬ 
portion which the seveial net. provincial giants bear to the whole 
net grant’ which of couise meant that it was divided simply 
with reference to the stains quo which had been icached by the 
unsatisfactory methods of appoi tionment used m the days of 
centralization They aie called ‘unsatisfactory methods’ because, 
when the Government ot India retained the whole pnise, the distri 
bution of funds was not done on any equitable basis, hut accouhng 
to the piessuie of the demand and the clamour attending it 2 The 
result was that those piovinees which eontiibuted most to the 
revenues leceived least to spend When the assignments were 
divided on that basis m 1870, the injustice of the division became 
patent to .ill The Government^ which ueie lavomed before were 
stall favouied, and those' that sufleied befoie had still to hear their 
undue burdens with patience Lord Napier, when acting as 
Viceroy in 1872 (pending the amval ot Lotd Northbrook), wrote a 
vigorous Minute setting luitb the inequalities of the apportion¬ 
ment.' 1 Bombay, the Cential Provinces, Burma and the Punjab 
were favoured, Madias and the Noith-Westein Provinces were 
neglected Bombay and the Noith-Westem Piovinees, he pointed 
out, had almost equal leveime. but Bombay got I'UOl ,200, while 
the North-Western Piovinees got onh 1685.000 The levenue ot 
Madras exceeded that of Bombay by Cl ,824,531 and Madias had 
also a much larger population, but the assignment to Madras 
was T148.900 less than that of Bombay Bengal, Madias and 
the North-Westei n Piovinees got C2 pci bead of population while 
Bombay received C6 pei head, and Bmma Cl I He pointed oul 
that Madias would have immediately icmonstiated. had it not been 
i'oi the thought that ‘it was not light to laise complaints at the 
very inception of the reform Hord Napier therefore recom¬ 
mended a more equitable basis for distribution lie suggested that, 
in course of time, all provinces might lie given 15 per cent of 
their gross levenue, hut this suggestion was not given effect to 
Temple and Mtrachey admitted that thete was some inequality, 
but could not agiee with Lord Napiei that it was possible to 

1 Legislative Council Proceedings (1871), p. 109 

■ See ch ix, $2 Also Report of the Royal Commission on Indian Erpenditure, 
vol III, p 217 

0 Minute, 3 May 1872 The Madras Government complained in a circular letter, 
No. 2019 of 17 August 1873, against ‘ perpetuating pre-existing grievances '. 



FEDERAL FINANCE IN INDIA 


176 

rectify it easily ' We must take existing things for our basis,’ 
wrote Temple 1 We must admit some degree of inequality in a 
matter where equality is impossible ’ Strachey went further 
and questioned the view that the amount of revenue was the right 
basis for distnbution of expenditure in a country like India ‘ The 
Empne must be tieated as a whole,’ he said, ‘ not as a collection 
of separate and semi-independent states ’ 2 Home of the new pro¬ 
vinces could not be maintained by their own revenues They have 
naturally to subsist paitly on the income from the better developed 
parts ol the Empne 1 ‘ Actual leqmiements and actual means of 

meeting them can alone detenu me the amount which the Govern¬ 
ment of India can piopetly giant 

The Government of India held that it was not possible to make 
any system of distnbution absolutely equitable Lord Mayo said 

ll is quite possible tli.it .is lioiololoi c i oi tain inequalities may 
exist, as between piovinee and piminio, bill we teel that, had we 
entered on a minute inquire as to the precise amount which should be 
given to each (iov eininenl m propoition to Ilioir levenue and popula¬ 
tion or in respect lo flic ,ue.i oi requirements ol each province, such an 
inqintv must last lot a (onsidcialdc time, and we were not at all 
convinced lh.it, rvm it such an mquuv had been entered upon, the 
result would be more satisfaction than the basts which wo adopted, 
namely the giant tor the past vear These grants have ever been 
made on the consideration only ot out powei to give and of the wants 
of each ptovmce, and T believe that am mote minute inquiry than 
that would have- only led to failure. 1 

All tins did not convince the pinvmcial Governments, because 
they found their purses becoming leanei The fact is that these 
grants had been made previously according to the actual demands 
from the piovinc.es Indeed it was admitted that backward paits 
of India had to be supported fiom the icvemie of the more deve¬ 
loped areas, hut such a Imiden should (all equitably on all the 
developed paits and not he home by some of them only There 
was no reason why the peaceable peasant piopiietois ot Madras 
and the Noilh-Western Provinces should beat the brunt of imperial 
expendituie, and yet this state ol things continued for another 50 
years. 5 

§6 Desire for Er tension 

Most provincial Governments suggested the transfer of more 
services, at least those actually administered by them Madras 
wanted land levenue, excise and forests, as also law and justice, 
ecclesiastical and medical depaitments Bengal and other provinces 


1 Minute, 0 July 1872 J Minute, 27 July 1872 

' Lord Lawienee said before the I’arhamentaiy Select Committee that ‘ the 
surplus of some provinces must make up for a deficit in other provinces ’ Q 4539 
(1873) 

1 Legislative Council Proceedings (1871), p 517 


J See below 
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asked for a similar transfer, and the Central Provinces this time 
asked for a completely federal arrangement. But, of course, they 
were expecting too much. For the time being, the Government 
of India were not prepared to go any further. 1 

But the position was getting incongruous. The services trans¬ 
ferred were mostly of the kind called nation-building. The 
country needed more schools, roads and hospitals; and expenditure 
on these was bound to expand, especially as India’s economic life 
was then undergoing a rapid change 2 But the assignments made 
to the provinces for these seivices weie altogether insufficient. 
Even the favoured piovince, Bombay, consideied its allotment 
‘most inadequate’.' The new system held out no prospect of a 
province profiting by the improvement in its revenue. Whether 
its revenue increased or diminished, a piovince would still receive 
the same fixed allotments, and so it had no incentive to foster its 
revenues Sir William Muir, Lieut -Governot of the North- 
Western Provinces, wrote ‘It [the fixity of assignments] piacti- 
cally declined that whatever may be the mciease in the imperial 
revenue or the piospenty of the imperial finances, the educational 
depaitment, that which confers the highest moial and social good 
on the country, is to hope foi no enlargement of its means from 
that source.’ 1 

The remedy proposed was the transfer ol some important 
sources ot revenue to piovincial management. This was the desire 
of all the provincial Governments Nor did Lord Mayo regard 
this as unreasonable During the budget debate of 1871, he said 

At some future time, it may he thought desirable to apportion 
certain heads of revenue to local authority, reducing proportionately 
their grants, but I do firmly believe that if on the present occasion 
we had suggested anything of the kind, the result would have been 
failure, and it is certain that Her Majesty’s Government, would very 
properly have required a much longer time than they have taken to 
consider a change of so extensive and fundamental a nature 5 

§7. Increase of Provincial Taxation 

The opponents of the policy inveighed against the injurious 
local taxation that resulted from the new power given to the 
local Governments. Before the Select Committee on East India 
Finance, Lord Lawrence, Sir Charles J Wingfield, Ivazi Shah- 
budin and others spoke ominously of the increased provincial taxa¬ 
tion and its probable consequences. Wingfield said that ‘ the local 
Governments are undei a direct motive to screw as much as 
possible out of the people’. 6 The departments made over to the 

1 Mayo's Minute, 18 March 1871. 

2 Temple's Financial Statement, 18G9-70 

* Letter, 28 August 1872 

4 Letter to the Government of India, 25 December 1872 

‘ Legislative Council Proceedings (1871), p. 287 

* Report oj the Select Committee (1873), pp. 192-4. 

12 
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local Government,vveie all such as call for increase of expenditure, 
and therefore he found n gieafc danger in tlie new system. ' I 
cannot imagine,’ he said, ‘ anything more calculated to disturb the 
public mmd and make the people unceitain as to what the futuic 
may produce than the pnnciple of novel and incessant taxation at 
the mere diftcietionary will of the Government; because the legis¬ 
lature aftei all is composed ot Government nominees and mainly 
of Government servants. M 

However, in practice, the measure did not lesult in such evil 
consequences As Strachey, Ellis and others repeatedly pointed 
out m the Legislative Council and elsewheie, the measure of 1870 
did not give provincial Governments any taxation powers which 
they did not possess before Local taxation had already been 
imposed and had made some piogress befoie 1870 Borne of these 
taxes were imposed about the same time as that measure, but 
that was a meie coincidence Only in the North-Western Pro¬ 
vinces, Oudh. Bom ha v and the Punjab were any fiesh taxes levied 
as a consequence ot the de<entiahzafion scheme of 1870 

Tn the Noith-Westein Piovinces, Oudh and the Punjab, a cess 
of about 5 per cent on the land tovenue was levied m 1871 for 
meeting the deficiency in the assignments, cesses on land revenue 
were laised m the same year in Bengal and Madras, and in Bombay 
a tax on the non-agncultmal mini population was levied But 
these latter levies cannot be definitely attributed to the decentrali¬ 
zation measure of 1870, although there was considerable difference 
of opinion on the subject among the witnesses who appeared 
befoie the Parliamentary Select Committee in 1872 and 1873. 
Altogethei a sum ot about Bs. 5 lakhs was mised It has been 
claimed that as the income-tax was abolished about the same timp, 
this did not mean any additional burden, but while the income-tax 
fell on the trading classes, the cesses tell on agnculturists who 
were comparatively poor A well-known saying ot Bn George 
Campbell (Governor of Bengal) was made in this connexion ‘ The 
Government of India taxed the uch and we taxed the pool, and 
between us we taxed evei vone.’" 

§8 Mayo's Final Estimate 

On 31 March 1871, Bold Mayo made a masterly survey of 
financial decentralization and othei measures earned out during his 
regime. He examined the criticism that India was ovei-taxed On 
the autlionty of Giant Duff, he estimated that, while the United 
Kingdom had an annual income of 1*800,000,000 and a per capita 
income of 4*30 per annum, British India with a total income of 
4*300,000,000 had a per capita income of 4*2. Mayo lumself made 


' In 1871, Kazi Shahbudin (Qq 1846-8 et seq.); in 1872, Da Costa, N Furduniee 
and Hutton spoke against the measure 1 

2 Legislative Council Proceedings, 27 March 1871, p 406 
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some calculations of the incidence of taxation in the different 
countries and came to the conclusion that while British Indians 
paid only Is. 10 d. per head pei annum, Russians paid 12s 2d., 
Spaniards 18s. 5 d. , Austrians 19s. Id , and Italians 17s. It must 
be noted that he excluded land revenue and opium excise because 
the one was regarded as rent due to the Government as the chief 
proprietor of land, and the other was shifted on to the foreigner. 
From a total revenue of about 1*50,000,000 he took only 
million as taxation and the population having been esti¬ 
mated at 150 millions, he came to the conclusion that the burden 
of taxation in India came to only Is 10d. per head As Massey 
pointed out m 1868, it was only a ‘ war of words to say that 
land revenue was rent But, even if land levenne had been taken 
into account, the per capita bin den of taxation would have come 
to only 4s 8d., which was lower than the tax bmden in most 
civilized countries at the time. 

Mayo, however, agreed that taxation must not be too heavy, 
because the rulers were appointed by a sovereign who luled in a 
distant land, and a ‘ heavy responsibility devolved upon those 
ruleis to exercise more cuuimspection than those who deuve their 
poweis from popular representation ’. He added ‘The people of 
this country nevei had the power of self-taxation and I am not 
at all clear that if they had, they would have made a propel use of 
it But for good administration in India vast funds must be 
provided, gieat expenditure must be incurred, and government 
must be earned on with much strength and some splendour n 
We have seemed the unpeual levenue from the main elements 
of uneeltainty and if we follow the dictates of prudence, I am 
sanguine enough to believe that that normal increase of resources, 
which the gtowing prosperity of the country must yield may be 
made and can be made to suffice foi futme imperial wants ’ He 
expected there would soon be not only a balance between income 
and expendituie but a small surplus, for ‘ surplus means sunshine, 
certainty, reduction of burdens and extension of improvement 
works. Deficit means clouds, unceitainty, hesitation, increase of 
taxation and the stoppage of much good and useful work Be it 
large or be it small, these evils must always to a greater or less 
extent occur ’ In regard to public criticism of the budget, he 
said ‘ Criticize severely every part of the expenditure; discuss it, 
offer opinions about it; do not advocate petty parings and savings 
in small details, but devote your criticisms to geneial expenditure 
and to the large establishments, for there it is that safety is to 
be found.’ 

Mayo fully realized the value of the work he had done Con¬ 
cluding his speech in the Council, he said 

When all these mis-statements and this abuse and odium are 
forgotten; when all the malice and uncharitableness that has been 

1 Legislative Council Proceedings (1871), p. 430. 
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expressed towards men who have been honestly doing their duty 
has passed into oblivion, the future historian of India will be forced 
to record that, in eighteen short months, the finances of a mighty 
empire were rescued from a state of chronic deficit and certain 
dangei That in six months, not without great, sacrifices and much 
risk, equilibrium between revenue and expenditure was obtained; 
that in the following year substantial surplus was shown in the lm- 
peiial accounts That all this was effected not by swelling the burdens 
of the masses, not by cheese-paring and cutting down the pay and 
allowances of the humbler seivants of Government, not by wild and 
temporary reductions which so impaii efficiency that they ultimately 
lead to greatly increased expendituie, but by increasing for one year 
the burden of taxation four-fifths of which loll only on the well-to-do 
part of the population and from which the \eiv pool escaped. . . He 
must also iccord that this end was also attained bv a calm and 
critical search into our expendituie and by gieat induction of outlay, 
and that, future security was gamed by associating with ourselves 
in financial responsibility a huge amount ot local authority and local 
interest He will have to iccord (lmt during this year those 

great works ol ungation and pieparations for the commencement of 
a now system of railways have 1 been pushed vigorously oil, and that 
in many ways, . . our military strength has been matciinlly increased. 

New and improved arms for the army have been provided, large and 
costly defences have been added to our principal haibour and in many 
other ways our defensive strength and that of our military marine 
have been increased No other story than this can be told except 
at the expense of truth, and be if now or hereafter, wherever it is 
really known and impartially discussed, T am certain we shall receive 
that full meed of public approval which is the highest rewaid of 
public service 1 

These woids turned out. to be the swan-song of that lllustiious 
eareei Mayo soon met lus death in the Andamans under tragic 
circumstances During the shmt period of tinee yeais he achieved 
more than most Viceroys did in five years He was one of the 
ablest pro-consuls that Butain sent to India; in some respects he 
was the greatest. 


§9 Inipiovcmcnt of the Finances 

That the woids ot Mayo, quoted above, were not vamgloiions 
is cleai from the official statistics of the time Not only was a 
stable financial equilibnum achieved after many years of disloca¬ 
tion, but the finances ot India weie placed on a firm and secuie 
footing for the first time aftei the days of Lord William Bentanck 
In the 16 years from 1853-4 to 1868-9, there had been deficits in 
all except two (1862-3 and 1865-6) For the three years, 1866-7 
to 1868-9, the accumulated deficit came to £6-2 millions But in 
1869, the tide turned; and for four consecutive years (1869-70 to 


1 Legislative Council Proceedings (1871), pp, 443-4. 
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1872-3) there was an annual surplus which amounted to a total of 
£6 millions, made up as follows : 


Year 

| Revenue 

Expenditure 

Surplus 


1 

£ 

£ 

£ 

1869-70 

50,901,081 

50,782,452 

118,629 

1870-1 

51,413,686 

49,930,695 

1,482,991 

1871-2 

50,109,093 

46,984,915 

3,124,178 

1872-3 

50,220,360 

48,456,482 

1,763,878 

Total 



6,489,676 


This result was due as much to letrenchment as to the proper 
husbanding of revenue The total expenditure stood at £52 mil¬ 
lions in 18G8-9, but was pushed down to £40-9 millions by 1871-2 
The reduction of expenditure is noteworthy in two items, defence 
and ordinary public works Under defence the aveiage of 18(57-8 
to 1869-70 was £16-2 millions, but by 1872-3 it was brought down 
to £15-6 millions The expenditme on public works (ordinary) 
which stood at £6 6 millions in 1808-9 was reduced to £3-8 millions 
in 1870-1 

An important reason for the financial improvement W'as the 
increase of the opium revenue winch foi four years hugely exceed¬ 
ed the estimates. The Chinese demand for Indian opium w r as well 
sustained, but the estimates were framed on cautious lines. The 
income-tax levenue also helped in a time of stringency, but after 
the work was done, it went on diminishing, owing chiefly to the 
raising of the taxable minimum 1 

On an examination of the budgets of twelve years, 1861 to 
1872, Sir Richard Temple arrived at the tentative conclusion that 
a series of six yeais constituted a cycle in Indian finance and that 
the Government’s income and ordinary expenditure would balance 
during such a series of years. In the period 1860-6, three yeais 
ended in deficit and three years in surplus; similarly also in the 
period 1866-72. But subsequent expeiience dul not quite confirm 
such a periodicity. 

Besides meeting the ordinary expenditure of the state, a large 
number of public works were carried out during the period, and 
for this purpose a new system of borrowing was initiated. From 
1869-70 to 1872-3, £13-9 millions was raised for capital works At 
the same time, in order to reduce the burden of ordinary public 
debt, a timely scheme of conversion was put through. While he 


Financial Statement, 1878-4 
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was away on leave in England (1868), Temple had consulted 
Gladstone in regard to the management of public debt and 
especially conversion operations. 1 The public debt of India then 
paid an interest of 5 per cent In 1870, the Finance Depart¬ 
ment sprang a smprise on the money market by the Gazette 
announcement that stockholders of eeitain loans would have their 
principal repaid unless they accepted a lower rate of interest. It 
was a ‘ psychological moment ’ for carrying out such an operation, 
because the budget position was strong, thanks to the income-tax, 
the cash balances in the treasuries had been increasing to com¬ 
fortably high figures, and the political circumstances both of India 
and of Europe w T ere favourable The fundholders were therefore 
vntually forced to accept 4 pei cent Within five years, about £20 
million out of the national debt was thus converted, 2 and the 
operation was a great success. It made the Government un¬ 
popular for the time, but eventually it gieatly strengthened their 
financial position 

Thanks to the improvement in the Government’s financial 
position, the puce of Go\eminent se< unties went up The 4 per 
cent stock (the ‘ uipee debt’) which pievionsly stood at 91, rose 
to 105 m 1870 Dining the same penod, sterling securities also 
rose from 92 to LOO The cash balances m the tieasunes increased 
from .£10 millions m I860 to about £22 millions in 1872 This 
prosperity was, howevei, shoit-hved, owing to a succession of 
famines alter 1870 

§10 Success of Decentralization 

The principal objects of the decentralization measure of 1870 
w T ere (1) rebel to the centi.it finances, (2) economy, (0) greater 
harmony between the central Government and the provinces, and 
(4) association of the people’s lepresentatives in the financial 
administration of the eountrv Mayo hoped that the new measure 
would ‘ afford oppoitunities for the development of self-government, 
for developing municipal institutions and for the association of 
natives and Europeans to a gieater extent than heretofoie in the 
administration of affairs ’ The Financial Statement of 1871 made 
pointed leference to the hope of the Government that the new 
measure ‘ will give the local Governments an additional interest m 
the study and enforcement of economy in expendituie, will afford 
them a just inducement to supplement their local receipts from 
time to time by methods either most acceptable to the people or 
least fraught with popular objection; will cause a more com¬ 
plete understanding between the executive authorities and the 

1 Temple, The Story of My Life, vol T, p 201 ‘ He [Gladstone] was so good 

as to find time to explain to me the system of managing the national debt, espe¬ 
cially the manner of effecting conversions for the reduction of interest, as I con¬ 
templated making some attempts of this kind on my return to India,’ 

2 Temple, Men and Events of My Time, pp 3fi3-4, 
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tax-paying classes respecting the development of fiscal resources; 
will teach the people to take a practical share in provincial 
finance and lead them up gradually towards a degree of local 
self-government ’. 

Of the foui objects above mentioned the first three were more 
or less fulfilled befoie long. The improvement in the central 
Government's finances has just been dealt with. As was repeat¬ 
edly admitted by Temple and Straehey, that improvement would 
not have been possible had it not been foi the transfer of the 
expanding departments fiom central to provincial management. 
A great economy resulted from decentiahzation The tendency to 
growth of expenditure m the transfer ted heads was checked, 
except in education and medical aid Fiona 1803 to 1868, the 
expenditme under the transfened heads rose from £5,112,000 to 
.£0,080,000 Mayo brought it down to £5,197,000 and in 1875-0 
it stood at £5,305,000 

That the relations between the central Government and the 
provinces became mote and more harmonious is evident from all 
indications Eaily in 1873 a eirculai was addressed to the provin¬ 
cial Governments inqumng about the lesults ol decentiulization 
and the replies weie ‘ unanimously and strongly ’ in favour of the 
system Sn Geoige Campbell had been pte\ious|\ doubtful about 
the results ol decentralization, hut aftei woikmg the new system 
as Governor of Bengal, lie became an aident advocate In 1872, 
lie wrote that * there had been an enormous reductron in sums 
allowed for civil public works and a \eiv laige ieduction in the 
assignments for police ’ Yet the pievious scale of efficiency in 
regard to public works had been maintained In another letter, 
lie made an acute analysis of all the transferred departments, and 
showed how economy had been effected all lound In the depart¬ 
ment of jails, many new buildings had been constructed, and much 
outlay had been inclined; yet the jail expenditme that year (1872) 
was below the budget estimate of the year immediately preceding 
decentralization. Tn the public works department, ‘ economy bad 
been practised so successfully as to lead to large savings’ He 
then proceeded to deal with the general lesults achieved ‘ There 
has been very much less fiiction m the administration of the pro¬ 
vincial Governments than befoie, the local Government has bad 
very much less occasion to trouble the supreme Government with 
long references and repents, while the supreme Government has 
been much less often put to the pain of having to negative measures 
wise and desirable in themselves merely on the ground of expense 
The hands of the local Government have been much strengthened.’ 
He fully believed that ‘ the localization of responsibility and power 
has been and will be productive of much economy and efficiency ’. 
Sir William Muir, Lieut.-Governor of the North-Western Pro¬ 
vinces, also struck the same note of satisfaction in his dispatch 
‘ It has given the local Governments ’, he wrote, ‘ a direct and vivid 
interest to combine economy and efficiency ’ 
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Even Madras, which originally had a grievance against the new 
system, subsequently changed its mind about its value. In 1872, 
that Government wrote to Calcutta to the effect that the system 
had been working ‘ very satisfactorily ‘ The system has already 
enabled the local Government to make provision for much-needed 
works, to an extent which under the previous system would have 
been impossible The mle under which the unexpended balances 
do not lapse at the end of the year is most valuable.’ 1 Again, 
m 1873, the Madras Government wrote, commending the system 
as ‘ promoting harmony, economy and efficiency of administration ’. 
It still grumbled about the inequality of the grants and remarked 
that they bore no relation to the area or population of each province 
or to the contribution made by each to the imperial revenue. 2 

As for the fourth object, namely, association of the people’s 
representatives in the work of administration—which is decentral¬ 
ization in the real sense—it remained only a pious wish for a long 
time, except in the municipal sphere After 1880, the administra¬ 
tion of local funds came more and more under popular control, 
but in the provincial sphere it was long before any real decentral¬ 
ization took place A beginning was made in 1892, but no 
substantial step was taken till 1920 


1 Telegiam, 21 March 1872 


• Letter, 9 January 1873 



CHAPTER XIY 

GROWTH OP LOCAL/ FINANCE, 1860-73 

§1. Origin of Municipal and Local Funds 

Local finance has a much longer history than provincial; long 
before provincial finances were separated from the central fisc, 
local funds were distinctly maiked off In fact, local finance, in 
some form, always existed in the countn , and the Act of 1833 
which unified the finances of the three ptesidencies did not touch 
those local funds The presidency cities continued to have the 
privileges they enjoyed under royal chatter, and they nevei felt the 
force of centralization which pressed on the provincial Govern¬ 
ments Of course, they had only very limited financial activities, 
but those were largely controlled by themselves 

The subject of local finance is too large to be treated m detail 
in a work of this kind However, an outline of the development 
will be given in order to enable the reader to view Indian finance 
as a whole at different periods Provision for local taxation 
already existed, but it was not much utilized before I860 How¬ 
ever, in the presidency towns of Calcutta, Madras and Bombay, 
corporate life of the English tvpe grew from caily days. The 
Corporation of Madias was founded b\ Hlihu Yale m 1687, 1 it 
consisted of a Mayor, aldermen and burgesses, and had authouty 
to levy taxes for improving the eoiiseivuncy of the city 2 In 
1726, mayors’ comts were established by royal ohaiter in the 
three presidency towns They were invested with taxing powers 
by the Regulating Act of 1773, and these powers were later ampli¬ 
fied by various statutes. By an Act of 1856, a body corporate 
was established for these three towns, each composed of three 
salaried municipal commissioners. They were also given powers 
of collecting taxes and executing works of conservancy 

Early attempts were made to create municipal life in other 
towns also An Act of 1842 authorized ‘ the inhabitants of any 
place of public resort . . to make better provision for purposes 
connected with public health and convenience’, but this was in¬ 
effective and was superseded by Act XXVI of 1850, which 
authorized the establishment of municipal committees charged 
with making, repairing, cleaning, lighting or watching roads, 
drains or tanks and the prevention of nuisances. It was a per¬ 
missive Act and was made use of only in the North-Western 


1 Ehhu Yale was Governor of Madras (1687-92) and was later the founder of 
the Yale University. 

a Mrs Penny, History of Fort St. George (1900), p. 110. 
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Provinces and Bombay Under tins Act, octroi duties soon became 
common in northern India The C'howkidari Act of 1856 author¬ 
ized the District Magistrate to nominate a panchayat with power 
to raise taxes and spend the proceeds on the police and on the 
sanitation and lighting of the towns. This Act was taken advan¬ 
tage ot chiefly in Bengal and in the Notth-Western Provinces. 

The Income-Tax Act of I860 contained a piovision for the 
utilization of a fouitli ot the levenue fiom incomes above Bs. 500 
toi reproductive public uoiks Wilson’s oiigmal proposal was to 
utilize that amount foi 'local pm [roses’, and in this connexion 
he cited the example of the property tax levied by the states in 
the IT S A But at the instance ot Sir Baines Peacock, the words 
‘reproductive public woiks’ weie substituted However, this part 
of the tax-proceeds was < redded to a separate account, and was 
to be appropimted to the different provincial Governments of India, 
to be applied undet their duection foi the eonstiuction of roads, 
canals oi other lepioduc tive public woiks which had been duly 
sanctioned ' The basis of appiopi tat ion was the actual revenue 
accruing fiom each pio\ nice or adnunistiatioii It was understood 
that the immieipahties would be consulted on the works to be 
executed (loin this fund 2 

In spite of such endeavouis, sevei.il towns in India became dens 
of dnt and disease, and corpoiate hie was slow to develop Laing 
was a great behevei in local self-government, and although his 
ambitious schemes tor increasing the financial poweis of the pro¬ 
vincial Governments tailed, his attempts at enlaigmg municipal 
action weie lathei successful ‘ Tt is of the fiist mi[K>ilance,’ lie 
said, ‘ to bieak through the habit of keeping eveiything m depen¬ 
dence upon Calcutta, and to teach people not to look to the 
Government foi things which they can do fai better themselves 
In 1861 some loads weie marked off as local (district) roads, and 
weie thencefoitli to be maintained fiom local funds This led to 
the Distnet Road Cess Act of 1866 (Madias) and similar Acts 
in other provinces. Tievelyan also gave great attention to the 
subject In Ins Financial Statement or 1864-5, he said 

It is impossible that all the wants of tins great continent, 
according to the continually rising standard of the public requue- 
ments, can be provided for out ot the imperial revenue Local agency 
and local resources, which are as multifarious as they are inexhaustible 
must be increasingly drawn upon, and the imperial expenditure must 
be gradually confined to such objects ns an* of common interest to 
the whole of India . . Tt is tune that the people of this country 
should cease to be helplessly dependent upon the Government, and 
should learn, by the example and aid of then English fellow-subjects, 
to laise and spend their own money in maintaining the roads, 

' 193 3 Niyogi, The Indian Income Tar, pp 31-2 

‘ Financial Statement, 1862-3 
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improving the sanitary state of the towns, assisting education, and 
promoting every other subject of local interest. 1 

In 1863, provincial Governments were directed to draw up 
their own annual Local Fund estimates on the lines of the budget 
estimate of the Government of India The object of tins was not 
to interfere with the freedom ol local Goveinnients, but to obtain 
periodically accuiate inhumation about the progress of such funds 
Various minor heads of levenue weie also transferred by the 
Government of India to the local funds of flic piovmces, namely, 
tolls on the Nnddea livei and Cuhiitta canals, tolls collected on 
ferries on imperial roads, leceipts ftom travellers’ bungalows, and 
jalkar or revenue derived liom the fishcnes m Bengal In Madias 
revenue from fislienes (excluding peat 1 and chan A fisheueG and 
10 per cent of the proceeds from the sale of escheated lands wore 
tiansfeired to local funds 2 

The sources of municipal revenue varied fiom piovnice to 
province. In the North-Westei n Provinces and in the Punjab, the 
favourite mode was an octroi oi town duty, formeiIv levied b\ 
the Government but now by tlu* lmmuipahtv The town 
duties which early in the oentmy hampeied tiade had been 
abolished between 1833 and 1H40, the new municipal town duties 
soon became nmr.eious and burdensome Tn other paits of the 
countiy, municipal leceipts (nine t bieflv from educational and 
chantable endowments, tolls on roads, lei lies and canals, canton¬ 
ment and bazaar funds, port funds, and piocceds ol houses and 
lands transferied to municipal bodies In tural aieas, however, 
the progress of such eoipoiate enterprise and taxation was slow. 
The village community had still lertum common funds, but in 
most paits of the countiy, tlieie weie no pnnchayatx to administer 
them 


The Resolution of 1864 

The disclosures made bv the Sanitary (’onnuission in 1863, 
about the appalling state of Indian towns, seived as a great incen¬ 
tive to the increase of municipal activity in India In the 
following year, the Government published a very impoitant resolu¬ 
tion on the subject ‘The people of tins countiy', so runs the 
Resolution, ‘ are perfectly capable of administering their own local 
affairs. The municipal feeling is deeply rooted in them . 
Holding the position we do in India, eveiy view of duty and 
policy should induce us to leave as much as possible of the business 
of the country to he done by the people, bv means of funds raised 
by themselves, and to confine ourselves to doing those things which 
must be done by the Government, and to influencing and directing 
in a general way all the movements of the social machine ’ 3 The 


* Financial Statement, 7 April 1864, p 148 

* Gazette o] India Extraordinary, 14 September 1864. 


J ibid. 
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new policy was thus immediately meant to relieve the treasury, 
but it lud also other general purposes in view. 

\t the same time provision was also made for the supply of 
funds for municipal expenditure. In view of the abolition of 
income-tax, it was proposed to transfer to local tunas a poition 
of the chaise winch was at that time included in the imperial 
budget, chiefly under municipal police. Already the Government of 
Bengal had authonzed the municipal towns to levy a general rate 
upon the annual value of houses, not exceeding 71 per cent., 
chiefly tor the purpose of maintaining the local police; and in the 
piesidenry towns of Calcutta, Madras and Bombay, a portion of 
the cost of the police force had been thrown upon local resources 
It was decided that in future, the cost of the municipal police 
ought invariably i > be the first chaige on municipal funds. The 
mode of levying ta A es was left to be decided by the municipal 
authorities, but the examples mentioned were a rate upon the 
annual value of houses, buildings and lands, a licence-tax on trades 
and piolossions, and a tax on carnages ami horses Town duties 
weie also suggested J'oi some gaits of the eountiy, but the duties 
just then levied in northern India afl’ceted too many aitides; 
m a distnct m Oudh .is many as 107 at tides were subject to 
towm duties The Resolution recommended that the duty should 
be confined to a few articles of local consumption such as ghee, 
fiiewood, timts, vegetables, fouls, eggs and animals for slaughter. 1 

Soon after tins, Municipal Acts were passed in Bombay, 
Madras and Bengal, and municipal committees were set up in a 
good number ot places Municipal taxation also increased all over 
India The Corporation of Calcutta laised a successful loan in 
1866 In the Punjab, the Noith-Westei n Piovmces, the Central 
Piovinees and British Burma, nearly all towns had been organized 
into municipalities and w'eie chaiged with the expenditure for the 
police and essential works of eon.sei\aney and geneial improvement 2 

§B Progress of Loral Finance (1865-73) 

From the fust, the Government were neivous about directly 
raising local taxation It was feared that, fresh taxes would create 
discontent That was why from 1803 the Government encouraged 
the appointment ot local committees for the raising and admini¬ 
stration of local funds. The .suppoit of these committees was 
regarded as most valuable m making local taxation popular Mayo 
gave a great deal of attention to the work of these committees, and 
when someone reminded lnm that some of them never met, he 
replied 1 I would rather appoint a committee that never met than 
have no committee at all What we want is to recognize the 
principle that we wish to associate with ourselves, wherever it is 


* Finance Department Resolution, 31 AugiiBt 1864 
J Trevelyan’s Budget Statement, 1866-6 
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possible, the natives of this country for this excellent object.’ 1 
Mayo also made provision for granting loans to municipalities for 
purposes of local improvement. He agreed that local taxation might 
be unpopular at first; but, when it was known ‘ that the whole of 
these new imposts are to be spent on objects which will conti lbute 
to the health, wealth and comfort of the people, they will gradually 
discover that the new money they pay is spent, for their special 
benefit f cannot but think he added, ‘ that when a man 
sees that the road is brought to his dooi , that his family are 
protected from those outbursts of feui and thcr diseases which 
aie unfortunately so prevalent; that when lie oes 'he school chill 
growing into an educated man, hr will begin to think how and 
for what these levies are made and will understand the reason 
why ’ 2 

Till 1870, the chief motive fci iming local taxation and lor 
setting up local committees was the win I in tin niu-eridl treasury, 
which had been haul pressed In ;>io'in<i,il (tote imicnts foi funds 
to he spent for local needs, and 'he fiin.N ' ”-ecl by local taxation 
weie admimsteicd dnectlv by t!" «1 o \ • t nm< nt in most pa ids of the 
eountiy. Even where local committees weie in existence their 
financial jioweis were very limited Mayo enunciated a new policy 
m his resolution of 1870 He wanted to piovide ‘ opportunities for 
the development of self-government, for strengthening municipal 
institutions, and for the association of natnes and Emopeans to 
a. greater extent than hitherto in the adnnmstiation of affaus ’ 
It was found difficult to earn out this object in the provincial 
sphere, but greater suc*cess was attained m the local From I860, 
considerable progress was made in local self-government Focal 
rates and cesses mcieased, and m some piovmces a portion of 
the revenues raised ‘was entrusted to the management of com¬ 
mittees Municipalities also inn eased in number and usefulness 
But the piogress made varied from piovinre to province In pro¬ 
vinces like Bombay the committees made great advance in 
resources and efficiency; but m most other provinces local finance 
continued to be managed by officials. .As a resolution of 1881 
puts it : ‘ The inequality [between provinces] sometimes pioduces 
a sense of injustice, the objects are often those, the advantage or 
local obligation of which the people are least able to understand ’ 3 
In some provinces matters such as pi unary education and minor 
public w’orks were under local management, while in others they 
were left to the control of provincial Governments Even moie 
glaring was the fact that while heavy contributions w r ere levied on 
municipalities for police, they had no share in police administration 

The fact is that no one was quite clear about the charges that 
should legitimately be laid on local resomees On the strength of 


1 Legislative Council Proceedings (1871), p 294. 

3 ibid , p. 519 

* Resolution, 30 September 1881, No 3353 Parliamentary Paper C 93 of 1883. 
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some tradition handed down from Mogul times, it was for long 
customary to levy i esses tor the maintenance of the police. Even 
in 3852, aceoiding to Campbell, many towns in India paid their 
watchmen fiom the proceeds of a house-tax which varied from 
2 annas to Its 2 monthly on the better soi t of houses and shops. 1 
The inrongi mly of tins auangement w T as soon discovered in 
Madras In the couise of the discussion on the Madras Local 
Boards Bill, Sir Alexander Arbuthnot, then Member of the Exe¬ 
cutive Council, said ‘The protection of life and property is one 
of the first objects for which Government exists, and although I 
am awaie that a dift'eicnt practice obtains in England and in some 
other countries, l cannot but think that to defray a considerable 
poition of the ordinaiy cost of police out of local funds is wrong 
in principle, illogical and indefensible ’ 2 Thus the Local Boards 
Act of 1B71 did not contain provision for municipal expenditure on 
police But seven years later, a charge was again made on town 
funds for police, for anothei short, spell Similarly, various other 
services, not definitely local, were met from local funds. The 
extent of this may be lealized from the fact that in the Madras 
Presidency, local revenue was used for the tunning of teachers and 
medical piactitloners, for the maintenance of dispensaries, and even 
for the construction of cntchrrries (court-houses) in certain parts. 3 
This was paitly the leason why local self-government did not 
become populai for a long time in India 

After 1870 local self-government developed in the different 
provinces under separate Acts It wall be useful at this stage to 
give a brief account of local finance in the different provinces in 
about 1870 


§4 Proqress in the Provinces 

In Madras, there were 47 municipalities in 1873, and their 
income, drawn chiefly from taxes on buildings, tolls, etc , and 
amounting to £L92,044, was spent on jjolice, education, medical 
aid and sanitation Steady piogress was also made in rural taxa¬ 
tion for local purposes Some of the local funds (e g village 
service fund) are of gieat antiquity Modern local finance dates 
from the establishment of the Distnct Koad Fund in 1854, first 
in South Aicot and subsequently in other districts In the same 
yeai, the rent of femes and other minor local receipts, formeily 
credited to geneial levenue, weie transfeired to the local fund and 
the fiist Local Fund Report was issued in 1855-6. The income 
amounted to £10,000 In 1871, local boards were constituted in 
each of the 36 local fund elides into which the piesidency was 
divided, and they were empoweied to raise (1) a late on the rent 
value of land, assessed at 1 anna, in the rupee; (2) a house-tax 

* G Campbell, Modern India and it* Government (1852), pp 400-1 
: Madras Legislative Council Proceedings, 1870. 

M. Venkatarangaiya, Beginnings of Local Taxation, pp 68-78. 



191 


growth of local finance, 1860-73 

varying from Iis. 5 to As. 4; and (3) tolls on animals and vehicles. 
In 1871, the income of these local boards amounted to £50] ,469. 
There were besides several separate local funds in existence, and 
as it may be of some inteiest, they are dealt with in an appendix 

In Bombay, there wete ‘213 district municipalities in 1873 with 
a total income of £535,544. Their chief source of income was 
octroi duties, supplemented by a house-rate, a wheel tax, hquoi 
licences, town duties, market duties, watei late, tobacco duty and 
licence, hulalcorr cess, police rate, lighting late tees, fines, penal¬ 
ties, and miscellaneous leceipts The Bombay Municipality was 
very active during the peiiod, having spent £4,000,000 on woiks of 
impiovement (including w.itet supple > and consei vaney Ruial 
bodies did not progiess so lapidly, and then total levenue was only 
£242,720 in 187J-2, and was diawn tiom i cess on land Levenue 
levied since 1863 Fisheues all ovei the piesidency paid a third 
of then pioduce, and this came to £4,178 in 1871-2 A tax on 
non-agncultural classes was levied in 1871, but was .-.oon abandoned 
Othei funds were ' teiry fund, pound fund, staying bungalow fund, 
toll fund, esplanade fee fund, post fund, school fee fund, cotton 
impiovement fund and hill station fund Then total income was 
£200,000 in 1871-2 

In the Central Pi evinces, thcie were 56 municipalities in 1873 
with a total income ot £68,172, raised fiom octroi duties and a 
house-rate Ruial funds also existed, and weie uused b\ cesses 
on land They were a toad fund, a village chcnckiclnri fund, 
a school fund, a district dak (post) hind, and pot wan fund 
Their total income came to £40,000 Theie weie also taxes on 
houses, octroi and the pandhati tax on trades and professions, 
amounting to £27,000 

In Bengal, theie were 135 municipalities in 1873, with a total 
revenue of about £434,000 (including Calcutta', diawn from town 
funds, bazaar funds, cantonment funds and rhoickidari (or police) 
funds Octroi was not levied in Bengal Corpoiate life in rural 
areas advanced vety slowly A road fund, and a zammdan dak 
(post) cess had long been in existence, but the rates were low and 
collections meagre 'Foils were also levied on roads, leines, canals 
and uveis One great difficulty in laising local funds was the im¬ 
munity fiom additional taxation that the zamindais claimed under 
the Permanent Settlement The\ raised a loud piotcst when, in 
1870, proposals were made toi levving local lates foi loads and 
education The matter was fully discussed by the Select Committee 
on East India Finance (1870-3) The Secretaiy of State sanction¬ 
ed the cess foi loads, and the District ltoad Cess Act of 1871 was 
the result Thus, for the fiist time, a rate was levied on peima- 
nently settled estates It was limited to a halt-anna per mpee of 
annual value Foi administering these funds, district committees 
were constituted with non-official majorities In 1870-1, the total 
income of the local funds came to £153,000. 
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In the North-Western Provinces and Oudh, municipal institu¬ 
tions made great advances under the Acts of 1850 and 1856. There 
were a hundred municipalities m 1873, with a total income of 
4234,187. Octroi formed the main source of their income, and 
it was collected from cotton piece-goods, foodstuffs, other mer¬ 
chandise and cattle, at rates not exceeding He. 1-8 per cent, ad 
valorem. Local funds existed from early days for maintaining 
roads, schools and the distnet post The village police were 
oiigmallj' leinunerated by grants of rent-free land, but before 1870 
a commutation into money took place, and this necessitated further 
taxation A cess ot 7$ per cent on land revenue and a house- 
tax wete levied in addition to the old late of 2| per cent for roads, 
posts and schools. In some districts, a further late was levied for 
the payment of pat warn (village accountants), as the traditional 
pativan fund had been found inadequate The total income of the 
local funds tame to .£‘560,000 in 1870-1 

In the Punjab, town committees existed from 1849, but they 
obtained statutory sanction only in 1867. In 1873, there were 128 
municipalities in the Punjab, and then total income was 4,175,030. 
Cesses had been laised tor loads, schools and post, and the total 
rate was 2-} pei cent of the land levenue The first general rate 
was levied in 1871, and the assessment was 3 pei cent of the 
annual value or 6 per cent ot the land revenue. The district 
committees which adimmsteied these funds weie mostly composed 
of nominated members 

The state of local taxation in 1871 may be seen from the 
following table 


Province Population Local 

(millions) Taration (4) 

Bengal (excluding Calcutta) 60 250,000 

N -W Piovinces and Oudh 30 530,000 

Madras 30 470,000 

Bombay . . 13 360,000 

Central Provinces 9 160,000 
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CHAPTER XY 


FINANCES AND PUBLIC WORKS UNDER 
RECURRING FAMINE 

§1 Famine Relief 

After 1860 the relief of famine and distiess became a great burden 
on the public purse 'L'he famine of Agra and the Punjab vn 1861 
involved a cost ot Rs 27 lakhs, of winch Rs. 0 lakhs was sub¬ 
scribed by the public The Onssa and Bengal famine of 1866 was 
at. fiist neglected, but latei relief operations on a lavish scale were 
carried out at a cost of Rs 05 lakhs, ol which a pait was wasted, 
and including the loss of revenue, if cost, the state about Rs II 
croies Duung the western India famine ot 1868-6, the Govern¬ 
ment of the Noith-Westei n Piovmces deelaied that ‘ eveiv district 
officei would be held personally tesponsible that, no deaths occurred 
from starvation, which could have been avoided by any exertion or 
arrangement on lus part or that ol Ins suboidinates ’, and thus 
the Government took upon themselves a large responsibility That 
famine entailed a. cost ot Rs 72 lakhs The Bihar tamine of 
1878-4 turned out to he one of ‘ unusual bievity and of no excep¬ 
tional seventy’, blit owing to the lark ot accurate information 
about the numbeis aii'eited, ‘ail immense oiganization ’ was set. 
on foot at a cost ot Rs 6| cioies It was the experience of this 
famine that goaded the Government, to organize a system of agri¬ 
cultural statistics During the gieat famine ot 1876-8, which 
ravaged Madias and Bombay, the Government weie much more 
cautious, and the administration of lehef was veiy strict. Yet it 
involved a cost of Rs. crores, ot which Rs. 84 lakhs came from 
Gieat Biita.ni and the colonies Thus, while dining the ten years, 
1860-70, the cost, ot tamine relief came to only Rs 2-]- croies, the 
expenditure during the five years, 1873-8, was Rs 16-V crores 
The following table gives the details of the cost of famine relief 
during the period. 1 


Famine 

Area 

affected 

(acies) 

Population 

affected 

(millions) 

Cost of 
relief 
works 

(lakhs) 

Gratui¬ 
tous relief 

(lakbs) 

Loss of 
land 
levenue 

(lakhs) 

Total 
cost to 
Govern¬ 
ment 
(lakhs) 

1860-1 

53,500 

20 0 

12 3 

13 8 

16 3 

49 5 

1865-6 

180,400 

47 6 

21 3 

23 4 

30 8 

153 6 

1868-9 

296,200 

44 4 

35 8 

12 8 

52 

72 8 

1873-4 

54,200 

21 4 

202 2 

33 1 

28 

675 9 

1876-8 

257,300 

58 3 

... 


193 6 

1,119 4 


1 Adapted from the table in the Report of the Indian Famine Commission (1880), 
vol. I, p. 24. 
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§‘2. Attempts at imposing Local Responsibility 

The Government were alarmed at the growing burden of famine 
relief, at a time when expenditure in many other lines was also 
on the increase The unsteady natuie of the opium revenue and 
the decline of the customs receipts made the Government anxious 
to lighten the burden on the central exchequer. With the success 
of the scheme of decentralization in 1870. it was thought that more 
responsibility should be imposed on provincial Governments and 
in the same year, a proposal was made for localizing the cost of 
famine relief. 

The Commissioners appointed to inquire into the Bengal and 
Orissa famine of 1866 made a recommendation that the burden of 
famine relief should oidinauly be laid on local resources They 
said • 

On the whole, . it appears to us that the time has come 
when to relieve, not ordinary poverty, but the wider poverty of extra¬ 
ordinary occasions, it is necessary to institute some system of local 
taxation by which the richer persons ol each neighbourhood, who are 
best able to test the reality of local distress, may be made to bear 
the burden of local and partial famine, so far as local means will 
suffice, befoie, as a last resouiee in giaver cases, resort is had to 
the general taxation and the general ehanty of the country In the 
abstract it might be most fair that all should bear alike any visita¬ 
tions of Providence in any part of the Empire, but, on the other 
hand, there is all over the world so great a tendency to be over- 
charitablo to our neighbours with othei people’s money, that it seems 
to be absolutely necessary in some way to localize all taxation for 
the poor except in case of the most extieme calamity surpassing 
every local means 1 

III regard to the permanently settled piovmees, the Commis¬ 
sioners recommended that ‘ the obligation which the zanundars 
accepted with the permanent settlement, but which they have now 
failed to fulfil, should be put into piactual operation and that 
local taxation should take the shape of a charge on zarmndari 
rights to be enforced by law ’ As in England on similar 
occasions, when the late assessed exceeded a ceitain proportion of 
the rental, an assessment on the distnet should be made, and 
when the charge on the whole distnet exceeded the maximum, 
assistance should he given liom the public exchequei Thus, 
what the Commissioner recommended was, in efleet, the adoption 
of the British system of poor relief Howcvei, they also wanted 
the Government to provide that the zanundars should be entitled 
to recover the amounts spent 1'iom those who held land under 
them, and that money should be advanced to the zanundars, to be 
recovered as land revenue by instalments. 

1 Selections from the Records of the Government of India (Home Department), 
No LXXXVIII (1872), p. 4. 
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In the new system thus proposed, (1) ordinary poverty would 
be left to private charity; (2) extraordinary poverty and want affect¬ 
ing considerable classes of the rural population who ordinarily 
supported themselves would be a charge on the land, enforced by 
law; and (3) the most extreme famine affecting the majority of 
the people would be a charge on the general revenue and a subject 
of appeal to the charity of the people throughout the country. 1 
Thus what the Commissioners suggested was a complete system 
of poor relief. 

In 1870 these recommendations were circulated by the 
Government of India among the provincial Governments. 2 They 
brought forth a volley of adverse criticism The Government of 
Bengal vigorously questioned the statement that ‘ the obligation of 
the zamindars holding undei the permanent settlement to support 
the poor of their estate has always been asserted by the officers 
of Government ’. The Bengal Board of Revenue jxunted out 
that if the arrangement {imposed by the Commissioners were 
given effect to, the ultimate burden would fall upon the lowest 
class of sub-tenants, owing to the large increase of under-tenures 
lecogmzed by the Government The objections urged were 
(lj that the system would impose upon a single class a burden to 
which they were not, alone liable, (2) that it would throw ujxm 
zamindars the obligation of supporting jreople with whom they 
had no business relations; and (3) that by localizing the contri¬ 
butions for relief and laying upon owners of land a special tax in 
a tune of sore distress consequent on the failure of the crops, it 
would exact a duty which, from the veiy circumstances of the case, 
would be impracticable of fulfilment in a season of general 
calamity 3 

The Government of Madras also disapproved of the proposal and 
characterized the levy as a famine-tax and an ‘ inequitable impost ’ 

‘ It would be a cruel law which would tax poor districts where 
scarcities often occur, such as Bellary and Ganjam, while it let 
rich districts, where famines never occur, such as Tanjore, go 
scot-free.’ 4 When a famine occurred all the agricultural classes 
were more or less in distress and the only people that profited were 
the gram merchants On the other hand, the southern presidency 
saw full justification I'm the state providing relief 

It must be borne in mind that a famine-stricken district has 
prana facie, special claims for state aid, on the probable ground of 
previous neglect in a greater or less degree, owing to winch safeguards 
against famine are there wanting which have elsewhere been provided 
in the form of irrigation works or a perfected system of communica¬ 
tion, by means of which supplies can be readily thrown into the 
market whenever the demand offers inducement. 5 

1 Op cit , p 5 a Circular letter dated 7 June 1870 

3 Letter from Bengal, 2 February 1871 

4 Letter from Secretary to the Board of Revenue, 8 February 1871. 

4 Letter from Madras, 16 March 1871, 
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With regard to the adoption of the English system of poor relief 
favoured by the Commissioners, a "Bombay officer remarked that it 
would be most unsmted to the state of society in India, that the 
existing system of pnvale charity in the country was far more 
effectual than any poor law winch could be liamed, and that 
‘ it would be nothing shoit of a calamity were anything substituted 
for it which would tend, as a pool law infallibly would, to crush 
out village feeling 

This question formed also the subject of correspondence be¬ 
tween the Government of Tndia and the Seeretaiy of State The 
latter in a dispatch of 1875 pointed out, ‘ the great danger of 
tacitly accepting, if not the doctune, at least, the practice, of 
making the general revenues hear the whole burden of meeting 
all local difficulties or of relieving all local distress, and of supply¬ 
ing the needful funds by hoi rowing in a state that establishes a 
permanent charge for all future time,’ and urged upon the Govern¬ 
ment the need for imposing some form of local obligation for 
famine relief 2 

The Famine Commissionss of ]878-9, while recognizing the 
‘obvious advantages m so localizing the tost of relief as to bring 
home to its ndministiafors a sense ol personal responsibility for its 
amount and the bmden it creates’ saw ‘ insmmountable difficulties 
in the wav of any hut a veiv partial development of such a system 
at that time ’ 

They wrote 

In the first place, it involves the assumption that the various 
provinces are, on the whole, equally well qualified to bear the bunion 
that would thus he imposed upon them But this is far from being 
the case, not only aie some parts of the country much more exposed 
to drought than others, but fiom the nature of the case 1 the richest 
and most resouicefn! populations are those which are least exposed 
to tins visitation, so that, supposing the cost of lelief to he localized, 
the heaviest load would he imposed on those portions of the com¬ 
munity least able to bear it There are some localities whose 
physical conditions preclude (lie possibility of famine, and which, 
when famines devastate less fortunate distiiets, reap direct advantage 
from the rise in prices Moieover, the various provinces differ much 
in the benefits they severally have derived from the expenditure of 
the general revenues, some tiacts having been secured and enriched by 
a large outlay of the public money, while for others little or nothing 
has been done, and if at the present time a strict system of localiza¬ 
tion were introduced it. would have the result of still further enhancing 
these inequalities hv freeing the more advanced and prosperous dis¬ 
tricts from a contribution which tliev could easily spare, and leaving 
the people of the localities least favoured bv nature, and worst 
supplied with the means of resistance to meet their trials, without 
that support which thev could fairly claim, and which their fellows 

1 Letter from the Collector of Ratara enclosed in letter from the Revenue Com¬ 
missioner, Southern Division, 30 November 1870 

a Dispatch to India, 25 November 1875, 
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have received, from the resources of the Empire as a whole On 
all these grounds, we are led to the conclusion that no system could 
be effectually and justly carried out which should impose on each 
province the duty of making good to the central Government the 
sums expended in excess of the provincial revenues on the relief of 
its population in time of famine. 1 

The absurdity of localizing famine relief to such small local 
divisions as districts, taluks or municipalities soon became patent 
to the Government. The Famine Commissioners pointed out that 
to leave such small areas to look after their own famine relief would 
necessitate a ‘ law of settlement. on the lines of the law in force 
in England during the eighteenth century, and thev regarded the 
consequences of such a law as highly undesirable In their 
opinion there was no need for a system of gcneial poor relief in 
India, and it would be ‘ impolitic to introduce the idea that relief 
of the poor in ordinary times is a regular part of the duties of 
the state . or to depart from the broad pnnciple that it is 
only in exceptional seasons of difficulty that state relief should 
he given ’ However, although financial responsibility should not 
he localized, it was felt highly desuable to impose executive 
responsibility on municipal committees and local district organiza¬ 
tions, and so to enlist then administrative aid in the actual 
management of relief undei Government supervision 2 

§3 Proposals for enhirynuj Provincial Responsibility 

The optimism of Mayo and Noithhiook in regard to public 
works was not justified, as unexpected circumstances intervened. 
The depreciation of silvei, the fall of the rupee exchange, the 
iccurrenee of devastating famines and the increased expenditure 
on war frustrated the calculations of the Government In the 
Financial Statement for 1876-7, Sir William Muir (Finance Mem¬ 
ber) explained the embarrassments created by currency and 
exchange troubles and the changes in the borrowing policy that 
they necessitated ‘ With a sudden loss in the year’s estimate of 
a million sterling, and with no assurance that the loss may not, for 
a time at least, assume still larger dimensions, the Government 
has felt that it is not now justified in adding to our future obliga¬ 
tions by incurring any avoidable debt, even for the construction 
of works admitted to he beneficial to the country and in them¬ 
selves remunerative.’ 1 But work was not to cease immediately; 
that would be wasteful and inexpedient, ‘ Material lias been 
provided; and it would be a spendthrift policy leaving it. unused, 
if not even leaving it to deteriorate. Establishments have been 
entertained on a large scale for the rapid completion of the works; 

1 Report of the Indian Famine Commission (1880), vol I, pp 56-7. 

2 ibid., p 59 

* Financial Statement, 81 March 1876, 
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and these establishments cannot now be thrown adrift, or even 
at once materially diminished, without an expenditure in com¬ 
pensation that would swallow up the saving. It is also of much 
importance at the earliest possible period to complete the projects 
which are in course of construction, m order that the capital 
already expended on them may speedily bring in a return of 
revenue.’ 

But it. was decided to curtail the sphere of operations. 

‘ So long as these present adverse prospects continue, this 
class of expenditure will he gradually diminished, so as, in 
the end, if need he, entiiely to obviate borrowing for the 
purpose.’ 

Then came the great famine of southern India, which formed 
a test of the value of railways and irrigation works m the relief 
and prevention of famine, and brought conviction to the minds 
of the sceptical that aid) works must he carried out at any cost 
Lord Lytton, the Viceroy, rose to a full sense of his responsibility 
m this matter In 1877 Sir John Stiuehey (Finance Member) 
addiessed lninself to the task of reorganizing public works finance 
He divided into three classes the works hitherto called ‘ extra¬ 
ordinary ’ First came woiks which were not expected to be 
directly remunerative, hut necessary for impeiial purposes; in 
future new works ol tins land were to be treated as 1 ordinary ’ 
Extraordinary public works of a remunerative character came 
under two categories, one which was to he called ' imperial ’, con¬ 
sisting of great trunk lines of railway and similar works required 
for the whole, or a large pail, of the eounliy, and the other to 
be called ‘ provincial ’ or ‘ local ’, comprising public works of 
special benefit to a province or a distiu t A clear line of 
demarcation cannot be drawn between these two classes of works 
‘ Imperial works confer great local benefits and woiks of local 
utility enrich the Empne, hut although the two (lasses of 
works thus mn into one another, (lie distinction is nevertheless 
a real one ’ Strachey explained that it was impossible to meet 
from the imperial revenues the obligation of providing all the works 
of local improvement which India requires; hut the central Govern¬ 
ment weie still cairymg on works of little imperial importance, and 
this caused considerable financial difficulties All over India, there 
were large nnmbeis of nngation w'orks which, although contribut¬ 
ing only a small direct return, resulted in large indirect benefits 
to the province or locality whete they weie situated 

In a country like India, exposed not to the chance, but to the 
certainty, of periodical drought and famine, the construction of works 
of irrigation is often an absolute necessity it is a necessity, whether 
the people in ordinary seasons take the water or not, and whether 
the canals pay or not. Although the province of Orissa is secured 
against famine, the (Orissa) canal gives no direct return on the great 
sum of money borrowed for its construction, and does not even pay 
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its working expenses; therefore the whole burden of the charge falls, 
not on the people really benefited, but on imperial revenues 1 

The Sone Canals in Bihar were also in the same position. 
Straehey forcibly asks ■ ‘ Why are districts and towns to pay for 
their own roads and schools and hospitals, for the paving and 
drainage of their streets, and their supply of drinking water, and 
why is it wrong that they should pay something for the irrigation 
works on which the actual existence of the people depends? ' 
Indeed irrigation works were necessary for piolection against 
famine, but they need not all he maintained at the expense of 
the Indian revenues. Accoidmgly it was decided to enforce pro¬ 
vincial responsibility for works of pnmncial utility ‘ Onr present 
plan is this,’ said Straehey, ‘ we desire to throw upon ever} 
province, so far as tins is now' practicable, the responsibility foi 
meeting the costs of its owm requirements ’ (treat advantages 

were anticipated for this new policy. 

When local Governments find that this tesponsiluliU has been 
unposed upon them, and that the only means of obtaining, without 
fresh taxation, the works of improvement which thev require is the 
wise and economical management of the works themselves, and the 
development of the income which the.\ yield they, and their officers, 
will take an altogether different interest in these matters from that 
which they feel now. when the only apparent piactical result of 
careless financial administration is diminished profit to the distant 
treasury of the Empire. When new proposals to construct works 
of improvement with boirowed money are brought fotward, the in¬ 
centives to economy and care on the paii of the local Governments 
will be especially strong, and a powerful check will be placed on 
exhavagant projects and enthusiastic estimates of profit finder the 
present system, everv province desires to get for its mvn useful works 
us large a share as possible of borrowed monev, knowing that, whether 
the anticipations of future income prove to be accurate or not, there 
will be certain gain to the province and loss to the imperial treasury 
alone. 2 

Accordingly, arrangements were made under which a guarantee 
might be given by each province for the interest on the capital 
expended on its railways and canals and m order to enable pro¬ 
vincial Governments to discharge such a responsibility, it was 
decided to impose fresh taxation, at first confined to certain 
provinces They weie (T) a modification of the Local Rates 
(North-Western Provinces) Act of 1871, a pa it. of the proceeds 
being assigned for public works; and (2) a light licence tax on 
trades and dealings m the North-Western Piovinces. The Govern¬ 
ment of Bengal were also directed to levy similar taxation for meet¬ 
ing the new expenditure that wa9 going to be thrown on them 
No additional taxes were imposed in Madras or Bombay as they 


1 Financial Statement for 1877-8, pp 140-1. 


3 ibid., p 143. 
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were stricken by one of the most devastating famines of modern 
times. 

From 1878 the teim ‘ extiaoidinary public woiks ’ was dropped 
and public works came lo be classified as ‘ productive ’ and 1 pro¬ 
tective ’ woiks, and this was explained in the financial statement 
for 1878-0 

Lord Lytton gave full suppoit to the proposals of Strachey 
and he ably defended (hem in Ins speech before the Legislative 
Council in 1877, while discussing the taxation proposals mentioned 
above Referring lo the beneficial effects of railways and irrigation 
works, he said 

It, is an unquestionable fact that the railways, and the railways 
alone, were the salvation of the situation in North Bihar during the 
famine of 1874; and that they have again been the salvation of the 
situation in Madras during the present veni The sea, no doubt, 
would have thrown lire into the town of Madras, but, with the cattle 
dying of drought, it would have been impossible to move the grain 
up countr\ , nor, if everv possible mile of navigable canal had bepn 
completed tluoughout the Madras Presidency would it have greatly 
helped us to throw grain into those very districts wheie the famine 
has been at its vvoist, for the broken upland country of Bellary and 
Kumool, and the Mysore plateau, are physically impracticable for 
big canals; and had tlieie been no iiulwav wilhin reach of these 
districts, the people, where they have now died hv hundreds, must 
have assuredly succumbed by thousands Wo are systematizing 

a policy, the principles of which have been repeatedly approved and 
pioclamied bv our predecessors We are associating with it llie 
interests, the powers and the duties of our local administrations. We 
are providing them with the means of permanently prosecuting and 
developing it exempt from the distressing uncertainty which 

has been hitherto inseparable from the execution of this policy, in 
consequence of Ihc obligation, winch has (ill now rested upon the 
Government of Tndia, with very limited funds at, its disposal for 
the prosecution ot public woiks, lo choose, from year to year, between 
the conflicting chums upon its purse of the various and dissimilar 
localities of this spacious Empire 1 

The provincial Governments also welcomed the scheme The 
Governments of Bengal and the North-Western Piovinees were 
prepaied to undertake huge railway and canal extensions with the 
resources already assigned to them. 

But the Secretary of State did not accept Lytton’s proposal, 
and although paits of the scheme were later put into effect, the 
main scheme fell through and the prog less of public works had a 
set-hack Sir John Stiachey wrote 

A nobler, more humane, or wiser programme was never devised 
by any government for the benefit of a country than that put forth 
by the Government of Tndia in 1878 for the protection of India 
against this most terrible and ruinous and far-reaching of all natural 


1 Legislative Council Proceedings, 11 December 1877. 
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calamities; and until it is brought into far more complete operation, 
than has hitherto been permitted, the most urgent of the duties of 
the British rulers of India to the vast population they have under¬ 
taken to govern, will be left unfulfilled. 1 

However, the above proposals gave a fillip to provincial public 
works activity. Already, some of the provincial Governments had 
been vigorously pushing on local improvements. In 1875, the 
Government of the North-Western Provinces constructed a rail¬ 
way line of 30 miles from Muttra to Hathras on their own 
responsibility and with funds partly borrowed locally. On the 
capital so subscribed, a moderate guarantee of interest was given, 
to be met from provincial revenues. A committee of the Indian 
capitalists who subscribed to the funds was constituted for puiposes 
of consultation. Other similar provincial enterprises were also set 
on foot m Bengal and elsewhere. 

The financial decentralization measure of 1877 greatly enlarged 
the powers of provincial Governments and the impulse thus given 
was kept up. Tn 1878, the Government of India addressed the 

Secretary of State on the desirability of delegating financial 

responsibility for ceitain railway lines to local Governments 
and soon that policy was adopted and rules were framed for 

the devolution of management and financial responsibility to 
the provinces. Under the general control of the Government of 
India, provincial Governments were to manage the construction 
and working of those tailways. The piovmcial Governments could 
also raise loans in the name of the Secretory of State On these 
terms, the Patna-Gava line was handed ovei to the Bengal 
Government and the Oawnporo-Famkhabad line to the Govern¬ 
ment of the North-Western Provinces By 188], provincial 

Governments came to manage about 805 miles of state railways 2 


?4 Famine Insurance Fund 

Tt was recognized at an earlv stage that even if provincial 
Governments did all they could for famine relief, the ultimate 
financial responsibility of the central Government would still 
remain; and the need was felt for cieatmg resources whereby pro¬ 
vincial funds might be supplemented. Bv 1870 experience bad 
convinced the Government that famine was no extraordinary 
occurrence m Tndia, and that provision for famine relief must 
become a normal feature of the budget In 1874 Lord Northbrook 
wrote . ‘ Whatever means we may take to obviate or mitigate them, 
it must, under present circumstances, be looked upon as inevitable 
that famines will from time to time occur ... Tt is necessary, 
therefore, that besides a fair surplus of income over ordinary 

1 Strachey, op cit , p 170 These words first appeared in the Budget State¬ 
ment for 1880-1. 

1 Sanyal, op cit., p 86, 
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expenditure, such a margin should be provided in addition, in 
ordinary times, as slial! constitute a reasonable provision for meet- 
mg occasional expenditure upon famines. If the surplus be 
employed in the reduction of debt, m the construction of lepio- 
duetive public woiks 01 remain in the cash balance, the expense 
caused bv future droughts may fairly be met by appropriations 
from cash balances, or by loan, to the full extent, of the accumu¬ 
lations of surplus.’ 1 The need for pushing on railway construction 
and migution works was also emphasized as a means of protection 
against, famine. This proposal was accepted by the Secretary of 
State (Lord Salisbury), hut no practical steps were taken until 
aftei the great famine of 1870-7. 

In 1877 Sir John Strachey made specific proposals for a 
famine insurance fund and provision for it was made in the budget 
for 1878-9 Taking as the basis the famine expenditure of the 
previous five years, 187,1-8 (which amounted to £16.$ millions), it 
was calculated that the annual average cost of lehevmg famine 
was not hkel\ to exceed Til millions The Famine Commission 
of 1878-9 made elaborate inquiries into tins matter and came to 
neailv the same conclusion, then estimate coming to i'll millions. 
Although the object of the fund was clear, the purposes on which 
it should be used were not defined at first Indeed famine relief 
must be the fust chaige on it, but it was not to be a fund specially 
allocated to meet the cost of famine relief The Famine Com¬ 
mission lecommended that ‘ so much of the £1$ millions as 
remained after meeting chatges for famine timing the current year 
was to be applied to the discharge of debt or the prosecution of 
nnremuneiative public woiks of a character likely to give protec¬ 
tion to the conntiy against the effects of drought ’ As the 
Government were then annually borrowing from id to £4 mil¬ 
lions, the insult expected was a reduction of the borrowing to 
the extent of the surplus available Therefoie, if there was no 
famine, the Government would either reduce public debt by £1$ 
millions oi avoid debt to that extent so that when a famine 
broke out the (lovemment could borrow an amount equivalent to 
that already spent from the famine fund 

The revenue required was to be found partly from additional 
taxation and paitly out of the savings resulting from the provincial 
contracts initiated in L877 The former source brought in £1*1 
millions, and the latter £400,000 The actual surplus provided 
for by Strachey was t)2 millions of which fc‘500,000 was meant to 
provide a margin to meet unfoieseen contingencies, other than 
heavy war expenditure. 

Differences soon arose in regard to the utilization of this fund. 
The Secretary of State proposed that protective works might be 
constructed from the fund, but the Government of Tndia considered 
that it was unwise, as it would ‘ frustrate the main object of its 

1 Financial Resolution, 23 April 1874, pars 32, 33 
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creation, namely the prevention of any permanent increase of the 
public debt by reason of the public expenditure upon famines'. 1 * 
It was recognized that such works should be earned out chiefly 
on provincial responsibility, and that all that the Government of 
India should do was to help the provinces in meeting the interest 
charges on such capital works. The Government therefoie pio- 
posed that a portion of the fund, say f.'25(»,()00, should be so used 
and the amount be distributed between the provincial Governments 
according to the urgency of their needs This pioposal was not 
accepted by the Secretary of State, Lord Cranbrook, who consi¬ 
dered it unwise to laise loans for protective works It was also 

decided that one-half of the fund must, be devoted to repaying 
the loans raised in England on account of famine ‘ The remainder 
may be appropnated, at jour discretion, to the extinction of debt, 
to the relief of famine, oi to the const)notion of protectse works 
Owing to the Afghan War and the consequent financial diffi 
culties, the famine grant was suspended in 1879 The proceeds 
of ‘famine taxes’ were used foi reducing the war deficits. 3 * 
Further, in the accounts, only actual famine lelief expenditure, if 
any, was shown, and the surplus seemed by the new taxes and 
arrangements was not separately shown This laised a contro¬ 
versy, both in India and in England Piofessor Fawcett attacked 
the policy in the Nineteenth Century He wrote ‘ The new taxes 
have been collected and not a shilling of the mone\ which they 
yield has been devoted to the purposes to which they weie pledged 
A few months after the famine fund was called into nominal 
existence, the invasion of Afghanistan was undertaken and the 
fund was absorbed in defraying the expenses of the military ex¬ 
pedition M It was also pointed out that the fund w r as a convenient 
arrangement for making good the loss resulting from the repeal 
of the import duties on cotton goods—a financial measure which 
was severely criticized at the time on many grounds Certain 
statements in Strachey’s speeches in the Legislative Council also 
caused some misgiving then and created difficulties afterwards 
Strachey said : ‘ Whether the public accounts show surplus, equili¬ 
brium, or deficit, it is indisputable that these taxes must prevent 
debt by the exact amount which they yield, and that, when 

famine occurs, 0111 resources for meeting it will be increased by 

an amount exactly equal to the amount obtained from those taxes 
with compound interest upon them ’ 5 The Secretary of State took 
exception to this and held that in order to fulfil the pledges of the 
Government and satisfy the public, some greater security for the 
proper carrying out of an insurance scheme must be obtained 

1 Dispatch, 10 September 1S7H 1 Dispatch, 20 Febiuniv 1879 

1 Baling’s Minute of 24 August 1880, par 5 

1 May 1879, also in lus hook, Indian Finance (1882), p 83, Fawcett was 

Brofessor of Political Economy at Cambridge and a member of Parliament 

3 Financial Statement (1880-1), par. 00; Proceedings of the Legislative Council, 

1894. 
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Both Lytton and Strachey had left India in the meantime, and 
Lord Bipon and Evelyn Baring had stepped into their shoes. They 
agreed with the Secretary of State and the scheme was reconsti¬ 
tuted in 1881 ' It was decided that the full grant of £1^ millions 
should always be entered in the budget under the head of Famine 
Relief and Insiuance with sub-heads for (1) lelief, (2) protective 
works, and (3) reduction of debt; and that in the accounts the 
expenditure should be shown under the same heads The actual 
expenditure on famine relief, if any, in the year was to be a 
first charge upon the giant. Protective woiks were to be the next 
chaige and whatevei balance remained was to be used for the 
reduction of debt. Thus the purpose of the famine insurance fund 
underwent a change. 'The original policy was to devote the whole 
of the grant, less the actual cost of famine relief, to reduction or 
avoidance of debt, but according to the arrangements of 1881, a 
large part of the giant was to be applied toi what were called 
‘ famine protective ’ public uoiks It was later decided that half 
the grant (i e £‘750,000) should be allotted i’oi piotectave works, 2 
both irrigation works and i ail ways, and that the grant need not 
be confined to state railways 1 This decision was hugely influenced 
by the lecommendations of the Famine Commission The con¬ 
viction also grew that protective works might, he expected to 
prevent famine or render its lelief less costly when it occurred. 
Various schemes for piotectave works weie piovided foi in Baring’s 
Budget Statement tor 1881-2. He also denied that there was any 
necessary connexion between the famine insiuance grant and the 
new taxes levied in 1878 and 1879. Owing to the increasing loss by 
exchange resulting from the depieciataon of silver, it was found 
inadvisable to lemit to England any huge sums as previously 
proposed, and it was decided to entrust the matter to a special 
commission 

The following table will show how T the grant was spent in the 
first five years of its administration 



1 

Famine 
Relief | 

1 

Protective 

Piotective 
Railways \ 

Reduction or 


Year 

Irrigation 

Works 

Avoidance of 
debt 

Total 

1 

Rs 

Rs 

Rs 

1 

Rs 

Rs 

1881-2 

348,830 

1,354,490 

6,824,030 

7.151,510 

15,678.860 

1882-3 

221,030 | 

2,634,430 

| -1,331,290 

13,435,550 

14,959,720 

1883-4 

92,050 

2,832,230 

j 4,492,160 

1 5,811,370 

15,228,130 

1884 5 

73,500 

2,530,460 

: 9,464,570 

| 3,415,040 

15,483,570 

1885-6 

406,950 

1,868,070 

i 5,919,271 

6,834,980 

i 

15,292,710 


1 Financial Statement, 1881-2, also Dispatch from India, 2 February 1881. 

2 Dispatch, 6 October 1885 

5 Includes Rs 292,710 spent under railway revenue account. 
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§5. Progress of Railways 

Owing to recurring famine and the depreciation of silver after 
1873, the Government had to increase their expenditure in other 
fields, and the pace ol progress in railway construction was not 
kept up. The tall of the rupee exchange increased the burden of 
interest chaiges paid in sterling, and therefore borrowing in 
England was restricted, and capital was raised as fai as possible 
in India. But as the internal loanable resources weie limited, it 
was found necessaiy to fall back on the fonnei system of leaving 
railway construction to pnvate enterprise. State eftoit was chiefly 
confined to the constiuction of lailways needed foi famine pro¬ 
tection or for stiategic pui|>oses. 

The Famine Commission ol 1879 mged upon the Government 
the imperative need toi extending lailvvay facilities foi the pio- 
tection of the country against famine. They wiote . 

Until the whole country is inoie completely supplied with rail¬ 
ways or canals hv which food can be tianspoitcd rapidly, cheaply 
and in large quantities to every part where seveie want may exist, 
the possibility of some unusual demand for Government intcrfeience 
in particular localities, oi for special classes oi people, cannot be 
shut out, nor the danger of the ocouirence of a great calamity 
altogether removed It is theiefoie to the improvement of internal 
communications and the removal of all obstructions to the free course 
of trade, accompanied by the extension of lingation in suitable loca¬ 
lities and in improved agncultuie, that we look for obtaining security 
in the future against chsastious failures of food supply in tracts 
visited by drought. 1 

The Commissioners also estimated that 20,000 miles of railway 
would be required tor msuiing the country against famine 
About 10,000 miles of lailvvay aheadv existed, and at least 
5,000 miles were uigently needed. 

‘ Noi will any smaller scale of opeiations commend itself to 
anyone who caiefully considers the facts ol the case,’ added Sir 
John Strachey, wilting in 1881 2 ' This is not the time to say 

“ Rest and be thankful ” It is in the mteivals of piosperity which 
are granted to us that we must, piepaie foi the inevitable future.’ 
Strachey also criticized the lestnetions which had gradually been 
imposed on the prosecution of these woiks with hoi rowed money, 
and pleaded that in the national interest of India, state construc¬ 
tion of railways was better than private enterprise ‘ Experience 
had established beyond dispute’, he added, ‘ that it is within our 
power both to constiuct and woik lailways economically through 
the state agency.’ And few weie more competent than Strachey 
to express this opinion. He made an analytical study of the 
effects of foreign capital on India. ‘ In considering this subject, 
we are bound to place ourselves in the point of view of a national 


1 Report, Part I, p. 54. 


3 Finances and Public Works, p. 403. 
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Indian Government, and not of the English capitalist.’ ‘ It may, 
without hesitation, be said that in the case of lines yielding a 
profit, the amount which would be carried out of the country by 
a company of ioieign capitalists, including as it would both interest 
on capital and profits, must be greater than the charge incurred 
under Government management winch could consist of interest 
only, since the piofits, even if smaller, would all remain m India ’ 1 

But the new legnne in India did not favour state enterprise 
in the economic sphere Both the Viceroy (Lord Bipon) and the 
Finance Membei (Major E. Baring, afterwards Lord Cromer) were 
convinced free tradeis and wanted to give ns much room as possible 
for private enterprise; and in this thev were supported not only 
by the India Office, but bv the many economists and publicists, 
like Fawcett, who raised an alarm in Parliament and outside about 
the disastrous results of extravagant expenditure in India. 2 

In the Financial Statement foi 1881-2, Baring made out a 
powerful ease tor leaving railway construction to private enter¬ 
prise. He said • 

Even if the geneial aigumcnts in favour of constructing rail¬ 
ways solely through (lie agency of the state weie more valid than 
I conceive them to be, I should still hold that those arguments did 
not applv m India The hist economic requirement of India is 
that her resources should be developed without delay and that means 
of communication should be so improved as to facilitate emigration 
from districts which are over-populated to those in which labour is 
scarce I doubt whether Government agency alone can adequately 
perform this task, and 1 hold that in any case it is not desirable that 
it should do so if private agency can be found to undertake the work 
I am not without hope that, if an impulse can be given to railway 
construction by British enterprise, native capitalists will enter the 
field, either alone or in conjunction with Englishmen. I should 
regard such a movement as an important factor in the practical 
education of the people, inasmuch as it would tend to wean the 
natives of India from that dependence upon Government which is 
intensified by concentrating m the hands of the state all the organized 
skill which the construction and management of a railway requires 
If ever the natives of this country are to be schooled in the first 
rudiments of self-government, it. is desirable that they should be 
encouraged to act for themselves in such matters, rather than that 
they should rely always upon that coercive philanthropy which insists 
upon doing everything for them ’ 

Baring also proposed that the Government should help private 
capitalists in a. variety of ways. ‘ Government officers may make 
surveys and estimates and supply all necessary information with 
a view to enabling private individuals to judge for themselves 
vvhethei they care to invest their money in any particular scheme 
The land on which the line is constructed may sometimes be given 

1 Stradiey, op cit , pp 405-6. 

•* Fawcett, Indian Finance (1880), pp. 140-57 * Financial Statement, 1881-2 
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free of cost. Possibly in some cases grant of waste lands in the 
vicinity of a new line may be given. On the other hand, certain 
conditions, to some of which I have alieady alluded, must be 
imposed, and it will be mipoitant only to give concessions to 
such persons as can all'onl good secmity that they have at their 
command a sufficient amount of capital to carry out the undertaking 
to a successful issue ’ 1 

Ripon completely agreed with Baring on the railway policy, 
but he was keen on extending railways and thus strengthening the 
country against famine He found the annual outlay of £2$ 
millions for productive public works quite inadequate, but there 
was no means of increasing that amount The Secretary of State 
insisted that money foi state undeitakings should be boirowed 
strictly on commercial principles, i e piovided they would give a 
return of 4 per cent on the capital outlay within five years of 
completion 2 He also pressed on the Government ol India the 
need for attracting private capitalists by giving them all possible 
concessions 

Thus pnvate enterprise was more and more harnessed for 
railway development The teinis entered into with the companies 
varied The contract with the Southern Muhratta Railway Com¬ 
pany was peihaps typical. The Company was to laise the capital 
(£5 millions') on a 4 per cent guarantee till 1889 and 3 per cent 
thereafter The uulway was to be state property and the rates 
and fares were to be controlled by the state, but the construction 
and working were left to the Company Thus the state practically 
did eveiythmg, although through the agency of the Company. 1 

Owing to the conflicting views that then pievailed in England 
and India regarding state loans toi public works, and the terms 
on which companies should function, a Parliamentary Select 
Committee was appointed in 1884 The Committee found that 
a more lapid extension of railways in India was needed for pro¬ 
tection against famine, for providing a stimulus to internal and 
external trade and for opening up lei tile tiacfs and coal fields. 
They therefoie lecommended that both state and private enter¬ 
prise must be utilized All state boirowing need not be for 
‘ productive ’ lines only, as hitheito, and it was left for the 
Government to decide which lines could with advantage be handed 
over to the companies and which lines consti acted directly by the 
state. They also made various detailed lecommendations which 
need not be dealt with here. 


1 Financial Statement foi 1881-2 However, be later came to realize that the 
conditions of India ueie not altogether suited to the adoption of unalloyed latssez 
faire. In 1883, he wrote' ' The compaiative absence' of private capital thiows 
upon the state many onerous duties, which in other countries can be more advan¬ 
tageously performed thiough the agency of pnvate enterprise ’ (Minute, 11 August 
1883 ) Parliamentary Paper C. 352 of 1885 
1 Dispatch, Financial, 6 January 1881 
* Moral and Material Progress (1882-3) 

14 
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$6 Reproductive Public Debt 

The total capital expeiulitmc on ‘ pioduttiu 1 ’ public works 
came to about 4*65 millions h\ IS8,'J. The annual outlay on these 
works is shown in the table below 


A eai 
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j RtUhuns 

1 ! 
I mya 1 inn i 

Olliei 

items 

Total 
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1872-3 

3,251,503 
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! 8,120,180 
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1877-8 
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250,350 

1,381,808 

187 ( )-8II 
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3,052.031 

1882-3 

I,0(.2, IM) 

2,321,3( IS 

078,338 

1,665,112 

Grand Total 

31 3(>0 17 1 



61,185,180 


Thus the total capital expemhtiue lor a penod of eleven years 
amounted to f'64-48 millions This sum lepiesents not the actual 
capital outlay lioin loans ,uid < uncut ievenue, but the nominal 
amount on which mteiest was c liaiped I! includes the pmchase 
of the East India Railway (IWO) and ol the Kmnool Canal in 
Madras It also includes Minis ti.iiislcned horn ‘ ordinaly’ ex- 
penditme in past \eais to piodiotixe (ajnta 1 oull.n 

The financial lesults ot the working ol piodueti\e public works 
weio not vei\ encouraging at first, but as time went on levenue 
exceeded expenditme Eoi tbiee \eais theie weie deln its, but the 
famine of 1877-8 hiouphl moie woik to the l.ulwajs and then 
followed veins ol mu plus JFiom 1877-8, the portion of land 
levenue due lo miration was ciediled (o public woiks, but that 
< hanye was not mtioduced in Madias and Rombav till 1880-1 
Dutiii” the same penod, < onsideiable expenditure was also 
undeitaken on public woiks ‘ otbci than productive ’ The total 
expenditure on such woiks 1 1 otn 1874 to 1882-3 (toil years) 
amounted to Tat) 3a millions, made up as follows lailwtrys p(M4 
millions, litigation t*7■ 1 <) millions, militaiv Til 10 millions, civil 
bmldinys, loads etc T34 04 millions 1 


Moial (inti Mult rml Vnu\re " (I8s2 3), p 200 



CHAPTER XVI 


TAXATION POLKA , J877-85 
The Fall of Silvn 

War and famine were not the only causes that dislocated Indian 
finances after 1875 Anotliei impuitant < ause w as the depreciation 
of silvei and the consequent mileage in the hni den ot remittances 
to England The dept eolation ol silvei altci 1B75 was due to 
(]) diminished pioduclion ol quid anil me teased production of 
silvei, and (2) mcieased demand loi gold ansing fioin the adoption 
of the gold stand.ud l>\ (ieimany. I ol lowed by Denmaik, Norway, 
Sweden and Holland 1 When these < oiintiles adopted gold mono¬ 
metallism, the demand loi siher loi cuiiency puiqioses largely 
diminished, hut the supply of silvei went on uk leasing. Befoie 
1875, the puce ol silvei and gold was kept stable at the legal latio 
ot 15] to L, owing to the predominance ol the himetalhc system 
But when the Latin Union* in lo>74 suspended the free coinage 
of silver and gave up the legal latio between gold and silver, the 
link between the two metals was bioken and silver began to slump 
rapidly 

Tins had an immediate eli’eit on the Indian Government’s 
finances Their dues in England had lo he paid m gold, but 
reveuue was leceived m silvei mpees, and therefore, when the 
exchange late fell fioni 2s , moie mpees had to he paid lor a given 
amount of sterling Even befoie 1875 the exchange late used to 
fluctuate, but it never fell below is 1()]</ , in 1874, however, the 
exchange fell to Is 9W , by 1880 q bad la Hen to l* 1 7 Id and it 
tell to ]s Op/ m 1885 1 Consequently the Government had to 
meet their sterling liabilities at an m< leasing cost fiom year to 

year, and, for this pm pose, mote revenue had to lie laised The 

loss by exchange was only JG 00 lakhs m 1875, but it lose to 
Its. 5 eroies by 1878, and to Its 4-5 cioies by 18M5 The pound 
was still conventionally loekoned at Its 10, and in otdoi to coireet 
this disciepaney a new head ot expenditmo was cieated i e ' loss 
by exchange This mode ot accounting led to a good deal ol con¬ 
fusion, and it became dillicult to estimate piopeilv the burden of 
the different services 1 The woik of the Finance Member also 
became extremely difficult It was not possible to estimate before¬ 
hand what the actual cost ol a service would he in the budget year, 

as there was no knowing what the exchange rate would be. These 

1 Report oj the Gold and Silver Commission (1888), pp. 56-60 
J Prance, Belgium, Switzerland and Italy 
’ Fonder Committee Report (1898), p. 87. 

* Strachey, op. cit., pp. 388-9. 
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inconveniences became much greater after 1885, as we shall see 
later 

§2 Provincial Rates 

What with famine, wai and loss by exchange, the revenues of 
the Government, already inelastic, became altogether inadequate 
for meeting such growing needs. This was paitly the cause of 
the transfer of certain new charges to the piovincial Governments 
in 1877 By the anangements of that year, the Government of 
India obtained relief to the extent of £400,000 The burdens 
thus imposed upon the provincial Govei nments included such 
expanding items as the maintenance of public works, and there¬ 
fore fresh taxation became neeessaiy The North-Western Pro¬ 
vinces were the fust to take action. The Local Rates Act of 1871 
placed the burden only on agricultural classes, and the funds raised 
had to be spent in the first instance within the distuct itself. This 
latter provision was modified by Act VII of 1877 which empowered 
the Government to appiopuate a poition of the rates on land 
for provincial lailways and canals By Act VIII of the same 
year, a licence tax was levied on tiades and dealings on the 
ground that the trading classes ‘ were amongst those who benefited 
especially from' the class of works, which it was now proposed to 
transfer to the local Governments’. 1 2 Under this Act, traders 
were divided into three classes, and the rates charged were Rs 16, 
8 and 2 respectively. In the first class were bankers, money¬ 
lenders, joint-stock companies and wholesale dealers. Only those 
who earned not less than Rs 200 a year were taxed. The pro¬ 
ceeds of these two taxes were to be utilized for the maintenance 
of public works 

In Bengal also, a new cess was raised tor the same puipose 
Already m 1871 local lates had been imposed on land for the con¬ 
struction and maintenance of roads The pioceeds of this tax 
went into the coffeis of the distuct committee In 1877, a public 
works cess for piovmcial puiposes was imposed In Act II (Bengal) 
of that jear It was limited to a maximum ot a half-anna per 
mpee of annual value, and was levied in piecisely the same way 
as the road cess 

The Bengal zainindais piotested against the new cess, even 
as they did in 1871 against the load cess The well-known 
Bengal publicist, Kustodas Pal, attacked tbe bill on the giound 
that it was unfair to landowneis and that it violated the principles 
of the Permanent Settlement. Taxation m Bengal was highei 
than m other provinces, he said, and Bengal got only a small 
propoition of the total revenue raised in the ptovince a 

In 1880 a consolidating Act was passed (the ‘ Cess Act ’), which 

1 Legislative Council Proceedings , 21 March 1877 (Colvin's Spcechl 

2 R C Talit, Specifies and Minutes oj the Ilon'ble Knstodas Pal (1882), pp. 
165-83. 
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superseded the Acts of 1871 and 1877. Houses were exempted 
from the cess and elaborate provisions were made for the assess¬ 
ment of lakhiraj or revenue-free holdings The total yield of the 
cess in 1882-3 was £701,000. 

§3 Famine Ta.ies' 

In 1877, tl le Government of India decided to constitute a 
Famine Insurance Fund, as has been explained in Chapter XV. 
For this purpose, the revenue of the Government of India had to 
be increased by £1,500,000 As the revenue from customs duties 
was falling owing to the progressive adoption of the free trade 
policy, the Government had to look to some form of direct taxation. 
An income-tax had already been tried and there was powerful 
opposition to its being revived. The Secretary of State was also 
firm about it At this stage it struck the Government that the 
non-agucultural classes in the country were taxed very lightly. 
According to the Stracheys, ‘ they [the trading classes] have 
ordinarily contributed almost nothing to the expenses of the state, 
while they derive peihaps the largest share of benefit from our 
administiation, and from the lmlways and other works of improve¬ 
ment, provided at the cost of the country at large The exemption 
which these classes have enjoyed has long been felt to be one of 
the most indefensible and inequitable peculiarities of our Indian 
system of taxation ’* 

Accouhngly, the Government of India decided to levy a licence 
tax on trades and dealings, on the lines of the North-Westein 
Provinces licence tax. It was not to be a fee paid for licences, 
as in England, but a tax assessed on persons engaged in trade or 
professions according to the incomes received by them The 
assessees were to be divided into classes according to their pre¬ 
sumed income and all persons in the same class paid at the same 
rate. Thus the new tax was really an income-tax under another 
name. The rates of assessment were not to exceed tw r o per cent 
of the annual profits, and the average was H per cent. 

The first enactment m this direction w'as the Northern India 
Licence Tax Act—II of 1878—the operation of which extended to 
the North-Western Provinces, Oudh and the Punjab. Similar Acts 
were passed in that year for Bengal (Act I), Bombay (Act III), 
and Madras (Act III) In the Central Provinces, the pandhan 
tax served the same purpose, and half the revenue from that 
impost (about f 12,000) was credited to the imperial treasury from 
that date The taxable minimum in most provinces was Rs 200, 
but in the Punjab, Bengal and Bombay it was Rs 100 In 1878 
the licence tax yielded a net revenue of £820,000 

Nor did the Government of India let off the agriculturists. 


1 Finances and Public Works, p 196 
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It was argued tnat they were the first to suffer by famine and 
therefore had a duty to contribute to famine insurance. Accord¬ 
ingly, an additional burden was placed on land in all provinces 
except Madias and Bombay, which were then stricken by famine. 
An exti a cess of one per cent on gross rentals was levied in the 
Punjab, the Nortb-Westei 11 Ptovinees and Oudh and this was 
collected thiough the local bodies In the Central Provinces also 
an additional late of one per cent on the annual value of land, 
equivalent to two pei cent of the Govei nment levenue, was im¬ 
posed m 1878 Tn Bengal, no fuither land cess was levied as 
there was alieady a public works cess raised foi provincial purposes 
in 1877 The landowners all over the country giuinbled about 
this new cess, but the Government were film ‘What does the 
Government ask?’ said the Chief Commissioner of the Pmqab 
' Why, it asks a body of landowneis whose piopeity lias more than 
sextnpled in \alne to pay a famine insurance rate for that property 
amounting on an aveiago to one fait lung per actc per annum " 
The new cess on land bioiight m foi 10,0(10 Thus hv additional 
taxation of about Tl“2 millions, sujiplemented hv the gains from 
provincial contiaets, the Go\ei nment was able to find adequate 
funds foi famine insuiance 

No additional cess foi imperial pm poses was levied m Madras 
and Bombay, but the dut\ on salt was taised from Re 1-13 to 
Rs 2-8 The ostensible olqeit ol this was to equalize salt duties 
all ovei India and not to place am extra but den on the people, 
but tlie result was that salt betaine dearer m Madias and Bombay 
and the revenue of the Government m< teased 2 

§4 Opposition to Liceine Tat 

Theie was ciiticism ol the Ik erne taxes all o\ei the country 
The ptincipal point uiged was that piofessmnal men and salaried 
classes weie exempted fiom its nperaliou. It was really an 
income-tax disguised as a licence tax The Government lepeatedly 
pointed out that the (lading (lasses genetallv benefited most 
by famines and theiefoic must contribute largely to famine 
insurance, but the Euiopean Chambeis of Commerce in India 
questioned the truth of th.it view The Madias Chamber of 
Commerce pointed out that officials in Tndia were remunerated 
‘on a scale wdncli has no parallel in anv other pai t of the world 
and that the exemption they oiqoved was unfair to the other classes 
Fawcett supported this opposition m Fngliuul and criticized the 
Government for the unequal disti ibution of the tax-burdens oil the 
community 1 Complaints were also made about the method of 
collecting the tax, and tin* mqmsitoiial procedure often resorted to. 

1 Straihey, Finance s and Puhh, Works, p 109 

■ Financial Statement, 1878-9 and 1879-80 

8 Indian Finance 0880), p 182. 
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The work of collection was left to low-paid underlings and therefore 
corruption was inevitable The poorer artisan classes like barbers 
and dhobies were also taxed According to a Bengal Commis¬ 
sioner, ‘ the burden of the Bengal licence tax falls with particular 
severity upon the lower classes who live from hand to mouth and 
die unpiepaied to meet any unusual cliaige without dispensing 
with some necess.uy ’ 1 At Calcutta, the water cameis, caiteis 
and others struck work as a protest against the tax in 1878. 
New sjiajiei s, both Indian and English, joined m this opposition 

Realizing the giowtli of discontent, the (ioxetnment attempted 
to lighten and equalize the burden of the tax Soon after the im¬ 
position ot the licence taxes, in July 1878, the Gcncinment pio- 
posed to extend the tax to piolnsxiunu! and saluted poisons, 
but subsequently, it was abandoned on the ground that it would 
bung m very little levenue and would not suffice to meet the defied 
A similar ptojiosal was made in 187!), and a lull foi extending the 
tax to oflfit nils and piofessional men was (Undated among the 
piovincial Governments But the lull was delayed and, as the 
financial situation soon impimed, tin piopo-al was again dropped 
However, m 1880, as a concession to pojmlai tieling, the Govern¬ 
ment iiused the exemption limit to Rs 5i)(i m all the piovmces 
Thereby (lie jiooiei < lasses ol tixpaseis weie iclnwed Tn 
Bomba\ 8(5 j>ei eenl of the asse-sces weie thus exempted tioni 
the tax 

Many undesnable teatines still lemained \((oiding to the 
Financial Statement for 1882-8 ‘Not onl\ aie tbeie gieat in¬ 
equalities in its incidence in the* \aiioiis jaminces. but also it is 
open to the veiy gieat objections that, in iesjvect ol those classes 
who are taxed, it lulls with disjuopoitionate luudship on the less 
wealth's and turthei, that othei (lasses who might with justice be 
called ujioii to pnv the tax, aie altogethei exempted ’ Baring 
stated that the licence tax cannot be incorjicu,ded in the permanent 
fiscal system ol (lie eoimtn , at tlie same time lie was unable to 
abolish it inimediateh owing to the mu ei tain nature of the 
financial situation But lie hoped to abolish or to lecast it in the 
near futme, and this was done when the income-tax was lestored 
in 1886 

§5 Tin• Miuhtitm of Custom*. Duties 

Tn spite of the ciitual condition ot the Government of India’s 
finances in the jieriod undei review, the ( iistoms duties weie swept 
aw r ay and with them dis,ip|>e.ired a glowing head ot levenue 
Fi •ee trade had ti mm plied m England, and what was good for 
England must be good for Tncha; but more potent than the theoie- 
tical arguments of economists was the political pressure brought 
on the Government of England by the cotton manufacturers of 


1 J P Niyogi, The Evolution of the Indian Income-tar. pp 100-1 
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Lancashire. In 1874, the Manchester Chamber of Commerce 
memorialized the Secretary of State on the injurious effects of Indian 
cotton duties on the English textile industry. In the same year 
the Government of India appointed a Tariff Committee to go into 
the question, but the Committee held that the demand for the 
abolition of the entire duty was not justified There was only a 
limited competition between Indian and British cotton goods. 
They also rejected the proposal to levy an excise duty on Indian 
mill products. The Government of India swept away all export 
duties except those on indigo, rice and lac; the general tariff was 
reduced from 7J to 5 per cent, except on articles subject to the 
special duty; the tariff valuations on cotton goods were reduced, 
and a 5 pei cent duty was imposed on law cotton imported into 
India from outside Asia This latlei was meant to prevent 
the Bombay mills fiom taking to the manufacture of finer fabrics. 
The Secretary of State’s instructions in regard to a more drastic 
step came too late 

An acrimonious controversy then raged between the Govern¬ 
ment of India and Whitehall in regard to the cotton duties. The 
Government of India insisted on maintaining the duty owing to 
the financial stringency biouglit about by the Great Famine The 
Secretary of State maintained that the interests of India impera¬ 
tively required the tunely removal of a tax which was ‘ at once 
wrong in principle, injurious in its practical effects, and self¬ 
destructive in its operation 11 and he was sure that it w ? as best 
in the mteiests of ‘ the consume!, the producer and the revenue ’ 
With the arrival of Lytton as Viceroy and the appointment of 
Stracjiey as Finance Member, the policy of free tiade was bound 
to triumph. Strachev was convinced that the cotton duties must 
go, but he regretted that the financial situation was not favourable 
for such a measure Tie said ‘The fiuth is that cotton goods 
are the sole article of foreign production which the people of 
India hugely consume, and there is no possibility of deriving a 
large customs revenue from anything else I do not know how 
long a jienod may elapse befoic such a. consummation is reached, 
but whether we see it oi not, the time is not hopelessly distant, 
when the poits of India, will he thrown open freely to the com¬ 
merce of the world ’ 2 Three members of the Viceroy’s Council 
dissented from this decision In the following year, further 
pressure came from the Secietary of State who forwarded a 
.Resolution of the House of Commons demanding a repeal of the 
cotton duties, and in March 1878 the duty on various classes of 
coarse goods like unbleached tea-cloths, jeans, sheetings and drills 
not containing finer yarn than .‘30’s was removed. This was 
extended in 1879 in such a manner as to take aw ? ay completely 
the protective effect of the tariffs. Thus, in spite of the heavy 


1 Parliamentary Paper 56 of 1876, p 38 


1 Financial Statement, 1877. 
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budget deficit, the Afghan War, and a rapid decline in exchange, 
a revenue of about .£250,000 was sacrificed. Although a majority 
of the Executive Council opposed this action, the Viceroy over¬ 
ruled it. Nor was there a majority for it in the India Council 
which was equally divided, and only the casting vote of the 
Secretary of State saved it. Among the dissentients were some 
of the ablest administrators who had retired from the Indian 
services. There were loud protests, not only in India but also in 
England. Fawcett wrote • ‘ No one for a moment will even 
pretend to say that in the present state of Indian finance, the idea 
would have been entertained of remitting these duties if the 
finances of India were administered in the interests of that country 
alone 11 

In 1880 export duties on indigo and lac were abolished, but 
the duty on rice remained 

There still remained import duties undei 89 mam heads 
Various difficulties arose, especially in regard to the definition of 
dutiable goods and a 1 constant battle was waged between importers 
and Custom House officers’ Several anomalies also arose which 
led to confusion and inconsistency Certain heads were freed 
which were leally paits of, oi connected wntli, others left dutiable. 

‘ A carriage may be imported duty free, but all the principal 
materials for building one in India are dutiable Manufactures 
of leather are free, but a leathei portmanteau is dutiable because 
it is fitted with a metal lock Spades are classed as agricultural 
implements and are thus exempted trom duty, but shovels are 
dutiable ' 2 All this caused an amount ot faction, scrutiny and 
interference with trade quite mcommensuiate with the net revenue 
they produced 

These defects of the customs tariff weie obvious to Lord Ripon 
and his Finance Member, Major Baring, and taking advantage 
of the improvement of finances in 1882, not only cotton duties 
but the whole of the impoit duties excepting those on liquor, 
arms and salt were swept away, thus sacrificing a revenue of 
£1,219,OOt) At the same time the duty on salt was equalized 
all over India at the late of Rs 2 pei maund and this involved 
a further loss of £1,400,000 

Thus the customs taiiff of India became, as far as imports 
were concerned, more free than that of England herself While 
the Government held firmly to the unpopular licence-taxes which 
produced a comparatively small revenue, customs duties which 
were willingly borne and which produced a larger revenue were 
abandoned. Nov was this measure needed in the interests of 
Lancashire, because the cotton duties had ceased to be pro¬ 
tective; it was really an offering to the idol of free trade, on 


1 Indian Finance (.1880), p 75 

2 Financial Statement (1882-3), p. 42 
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which English statesmen and economists had pone crazy in those 
days 

§0 Other Fiscal Reforms 

After 1880 there was a input improvement in the finances of 
the Government of India While theie was a deficit of A‘4 
millions m 1880, theie was a siuphis ol an equal amount in 1881-2 
and a similar sin plus was expected foi 1882-8 This emboldened 
(lie Go\eminent to eaii\ mil \ -ii ions fiscal reforms ol winch the 
two most impmtant have been dealt with above Other rofouns 
earned out weie the abolition of I he pattran cess in the North- 
Western lhounces and the nnpiovemenf of the [position of the 
subordinate civil sen ices The pattran cess was a late on land 
to piovide ten ullage accountants and their supeivisors It was 
assessed at the late of about six pei cent on the lcntal and was 
partly reeoveiable liom the cullivatois From that time the 
pat nuns and other siihoi dilute levenue stall' hoc ame seivants of 
the (1mei ninent, and not of tlie landholders as befoie and were 
paid b\ the Go\eminent The lehef pained by the landholders 
amounted to 1*240,000 The 1 mipiovement in the emoluments of 
these suhoidniate executive services was earned out at an annual 
cost of 1*50,1 HK) 

However, the financial mipiovement did not last loop. The 
actual sm plus m 1882-8 was 1*071,000 and m 1888-4, 1*1,879.477 
But in the two follow inp \eais theie were deficits amounting to 
a total of .fc‘3 2 millions 



CHAPTER XVIT 


GROWTH OP PROVINCIAL PINANCE, 1873-85 
§1 Provincial Contracts , 1877-8 

Not long alter the introduction of the system of decentraliza¬ 
tion, the need began to be felt for its extension over a wider field. 
Lord Mayo himself looked fonvaid to the time when s{>ecifi< 
revenues rather than giants would be made over to die provincial 
Governments In 1872 Sii John Ktiachev suggested the tiaimfei 
to the provincial Governments ol some heads of receipts to meet 
the charges tiansfeued to them The collection ol ie\eime was 
done by piovmeial Governments, but they had little mteiest in 
fostering them Bombay, for instance, had to provide buildings 
for salt, but had no duect inteiest in salt revenue Natmalh, the 
provincial Governments dischaiged such duties with indifference, 
if they did not positively neglect them ‘ Real financial tespon- 
sibihty in the piovmces,’ wiote Stiachev, ‘ needs that tliev should 
be given a stimulus to adimmstei mg revenue collection piopeily 
There were various hi,inches ol levenue, the effinent liianagi'inent 
of which leipmed special attention from pioMiieiul authorities In 
particular, excise and income-tax weie of that n.ituie Tlieie were 
many other items ot comparatively little impoitanco which weie 
connected with the trunsteired services Htiachey suggested the 
transfer of the chaiges undet geneial admmistiation, law and 
justice, medical and civil salaiies, miscellaneous charges, and 
vaiious minor depaitments 

Along with these new items, it. was also necessaiy to hand ovei 
some expanding levenues in ordei to meet growing charges The 
central Government weie not then in a position to part with 
expanding revenue souiees in I heir entnetv hut they could have 
shined such levenues with the piovmces in propoitions to be 
prescribed from time to time 

In 1877, the finances ol the Government of India were again 
dislocated owing to heavv expendituie on famine leliei, and 
chiefly with a. view to easing the pressure on the cential exehequei , 
new finaiK lal animgements weie made with the piovmces Mole 
departments weie tiaiislened to piovmeial management , and to 
meet expendituie on them ceitam imnoi heads of levenue were 
also transferred The chief motive for the translei of revenues 
was that they would thnve under the fostering care of the pro¬ 
vincial Governments. ‘ Tt may be very wrong,’ said Sn John 
Strachey, ‘ but it is true, and will continue to be tine while human 
nature remains what it is, that the local authorities take little 
interest m looking after the financial affairs of that abstraction, 
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the supreme Government, compared with the interest which they 
take in matters which immediately affect the people whom they 
have to govern When local Governments feel that good admini¬ 
stration of the excise and stamps and other branches of revenue 
will give to them, and not only to the Government of India, 
increased income and increased means of carrying out the improve¬ 
ments which they have at heart, then and not till then shall we 
get the good administration which we desire; and wath it I am 
satisfied that we shall obtain a stronger and a more real power of 
control on the part of the central Government than we can now 
exercise ’* 

Accordingly negotiations were opened with the various provinces 
for settlements on a new basis. The first of these settlements 
was with the North-Western Provinces in 1877 According to the 
contract, certain additional services were transferred to the pro¬ 
vincial Government, namely land levenue, general administration, 
law and justice, and miscellaneous The following heads of revenue 
weie also transferred to piovincial management (1) Government 
estates (tunu and bhaber), (2) stone-quarries, (3) excise, (4) stamps, 
(51 law and justice, and (fit miscellaneous (with some exceptions). 
For two sears the piosmcial Government were to give only a half 
of any net inciease that might result from their management of 
the revenues; but after that period the arrangement was to be 
open to revision ‘ While the Government of India is most desir¬ 
ous that the local Government should share largely in any increase 
of revenue to which improved administration may lead, it is 
evidently leasonable and neeessaiy that the imperial revenues 
should shaie in this increase ' 1 2 Thus the Government of India 
jealously guaided the right to share in the increase of revenue, 
and did not want ‘ to siirrendei any portion of the normal growth 
of these revenues ’ 

The amounts of expenditure foi the several transfeired heads 
were calculated on the basis of the normal expendituie at the 
time, hut a ieduction of 5 per cent was made in order to relieve 
the central exchequer, that is to say, the local Government were 
to undertake the management of the new charges with Rs. 354,000 
less than the imperial grants hitherto made for them. Thus the 
central Government obtained a fairly large relief by the transaction. 
A similar contiait was made with Oudli, but it. was only for one 
year. 

Since the provincialized receipts did not meet the whole ex¬ 
penditure on the transfeneci heads, the old system of assignments 
had to be continued These lump sums came to almost as much 
as the transferred revenues. Thus the total revenues of the 
provincial Government were made up of 

1 Financial Statement, 15 March 1877, par 5 

2 Letter No. 852, 10 February 1877 to the Government of the North-Western 
Provinces. 
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(1) receipts from the transferred services; 

(2) the yield from the transferred heads of revenue; and 

(3) allotments. 

In the contract made with Bengal in the same year, the 
revenue from excise, stamps, and law and justice was surrendered 
for five years and no part ot the increase was to be handed over 
to the central Government; but this concession was made in con¬ 
sideration of the burden then placed upon the Bengal Government 
in connexion with railways and lmgation works.' The contracts 
with the Punjab and the Central Provinces were for thiee years 
and the terms weie much less favourable The Government of 
Madras declined the offei as it was ‘ so unfavourable as to allow 
of the anticipation of nothing but failure, public dissatisfaction 
and aggravated embairassment ’ d the piovuicial Government 
attempted t,o woik it 3 The contiacts with Burma and Assam 
were made only in 1879, and were based on the system of divided 
revenues which was subsequently adopted in regard to all provinces 
in 1882. 

In 1877, the Government ot India obtained a total relief to 
the extent of Rs. 2,400,000 fiotn these transactions In addi¬ 
tion to this the responsibility ioi maintaining public woiks of 
local utility (especially canals) was shifted on to piovincial 
shoulders and this also meant financial relief to the < entral 
Government 3 

The main defect ot the new system was that the transferred 
revenues were not sufficient to meet the charges The piovincial 
Governments had direct interest only in the revenue-heads trans¬ 
ferred to them. This ptoduced a division ot inteiests, and 
naturally provincial authorities could not be expected to fostei all 
the revenues equally. 

In every way, the new arrangements weie more favourable 
to the cential Government than to the Provinces. The former 
shifted certain inconvenient bmdens to piovincial shoulders and 
thereby saved expenditme, while the lattei met eased then bmdens 
without any peioeptible enhancement of their responsibility oi 
status Although moie services weie tr.uisfeued to the provinces, 
the tone of the new ariangements was less liberal than that winch 
cluuaclerized Mayo's lneasme. 

§2. Further Restrictions on Provincial Governments 

In 1877, additional restrictions were laid on provincial finance 
by a Resolution of that year 1 These restrictions were perhaps 
necessitated by the meieased financial powers of the provincial 
Governments, hut the freedom of the provinces was thereby 

1 Letter to Bengal, 20 Manli 1877, No 1800 

1 D.O. Letter of 24 December 1877 5 Financial Statement, 1877-8. 

4 Financial Depaitment Resolution No 1709 of 22 March 1877 
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circumscribed to a gient extent As tins lesolution leinained in 
force for long, it icquires caieful examination. 

Without the ptevious sanction of the Government ot India, 
(1) no new taxes were to he imposed nor anv change made m the 
existing system of tevenue management, (2) no new service was 
to he undeitaken except when the piovuuial Government, showed 
that tliev had lunds to do so, (H) no appointment carrying a 
salary of its 2„V > oi aho\e was to he abolished oi its pay reduced; 
(4) no i,ulwa\ 1 111 <* ol tluough < ommumcalion was to be abandoned 
oi allowed to fall out of iep.ni , (a) no nlteia,turns were to be made 
in the foim ol piocedme of public accounts, and (6) services 
previously lendeied to otliei depaitments at the charge of trans- 
icned depaitments weie to he continued as lieloie, and no services 
lendeied to the tianslerred depaitments by othei departments 
weie to he nn leased 1 

Most ol the led i u I ions imposed by the financial Resolution of 
1870 wei(' also lopeated on this occasion Minute details of local 
administiation weie to hi' communicated to the central Govern¬ 
ment Returns weie to he made cjuarterh thiougli the several 
admimstialive departments ol the Government of India, showing 
eveiy change made in the pay ot offieeis, even new office created 
or existing office abolished, and all unusual oi extiaouhnary charges 
meuned weie to be detailed 

Local Governments weie also to communicate their executive 
and financial pioceedings to the Go\eminent ol India The 
Governor-Geneial m Council would not relinquish the general 
powers of supeivision m any dep.utment, but he would as far as 
possible avoid interference with the details of administration of 
the transferred revenues and services 

Moreover, ‘ the grants made to the local Government, foi all 
the services entrusted to its administration were to he a consoli¬ 
dated grant, no claim was to he against the imperial treasury 
on the ground that the cost ol the seivices exceeded the amount, 
at which it was estimated in the calculation ot the consolidated 
grant 2 

Fiom 1871, the financial estimates of the Government of India 
contained only a single entiy entitled Piovmcial Services It was 
subsequently found to lie a mistake to exclude the details of 
provincial levenuo and expenditure m the general impenal state¬ 
ments They loimed an important pmt of the expenditure of 
the countiy . and llierefoie in 1877 it was laid down that details 
of provincial receipts and expendituie should be given m the central 
Government’s financial statements 1 

Fnithci, provincial Governments were not to exhaust the 
balances to their credit in the impenal treasury. Overdrawing 


1 This last restriction sought to lemedy the defect mentioned above, but it 
was not effective enough. * a §7 

' Finlay, Hutory of Provincial Financial Arrangements, p 10. 
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was not to be peimilled. Howevei, the conventions that subse¬ 
quently arose in this matter demand some notice.’ The balances 
of provincial Governments were melted in the geneial cash 
balances ol the Government of India These foilned book eiedits 
oil which Ibe local Goveinmenls could draw when ne'xssaiy 
However, m tins matter these (ioveinments had a privilege denied 
even to the Government oi India, whose expenditure had, as a 
general rule, to be cmeied bv the yeai’s levemie As the provin¬ 
cial Governments dealt with seivices in winch continuity ol 
expenditure was ol pnmaiy impoitan< c. it was consideied neces¬ 
sary to allow them gieatei latitude 'I’liev wen* allowed to spend 
more than then cuiient leveimes, it they could tmd monev without 
depletin'’ then balance c leclits beyond a pi esc nbed mmimum rtgiue 
The system led to the appaientlv paiadoxual but mcvitalile lesull 
that it a piov liicuil (io\ ei nment spent less than its c uncut levcnue 
the surplus balance dimimsbed the iinpcnal siiiplus, while the 
excess of piovmcial expcuditutc mo income inueased it If, 
foi instance, Alachas had a cunent levenue of Rs 3 ciores and 
spent only Rs 2 8 notes, the lemamum I is 20 lakhs wlncli 
went to its balances weie, nuclei the term,-. ol the provincial settle¬ 
ments, not available loi utilisation, except in cases of giave 
emergency, by the Government ol India, which consequently had 
a liability of Rs 20 lakhs in respect of the unspent money This 
was recognized by deducting the amount lroiu what would other¬ 
wise lie the impennl suiplus ot the year On the other hand, it 
Madras spent Rs 8*2 ctoies, the excess of Jls. 20 lakhs was with¬ 
drawn from balances lor which the Government ol India had 
already made itself lesponsible m a piecedmg yea), and conse¬ 
quently for nnpeiul purposes the total expenditure of the current 
year would be leduced by Rs 20 lakhs and the imperial surplus 
correspondmglv increased 

It was also laid down that the provincial Governments were 
not to lend fiom the balances to then credit in the imperial 
treasury " 

Thus, by the aiiangements of 1877-8, the position of the 
piovmcial Govei nments m lelation to the central Government did 
not mateiiallv impiove. it became vvoise m seveial respects 
Accoiding to Ranade, the elicit ol the lelotms was lather to 
tighten the gup of the Government ol India ovei piovmcial 
admimstiatiious Mayo looked loiwaid to the giadual mciease ol 
the status and icsponsibiht\ ol ihe piovmcial Governments, but 
that idea did not find favour foi long In lesult, the piovmcial 
Govei nments remained men* executive agents of the central 
Government, with little* autliouly to transact business on their 
own account ‘The whole scheme was reduced’, wrote Ranade, 
to a meie departmental arrangement for avoiding inteifeience in 


1 1’inaocial Statement, 1907-8, pais. 83-8 


3 §ix of the Resolution. 
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the details of k ml administration.' Perhaps it was premature, 
at the time, to devolve greater responsibility on the provincial 
Governments. 

In 1878 the Government of India issued another Resolution 
which made some material changes in the system From 1860, 
it was accepted by the Government as a fundamental rule of then 
budget system that the expenditure of the year should not exceed 
the amount provided for m the budget estimates. As the Resolution 
of 1877 was silent on the point, tlieie was a doubt in the minds 
of provincial authonties whether this principle stall applied to the 
changed system, and one Government actually sanctioned expendi¬ 
ture not provided for m the budget. The Government of India 
therefoie made it clear by a special Resolution 1 that during the 
currency of a budget a provincial Government should not, without 
reference to the Government of India, sanction expenditure which 
had the effect of increasing the whole provincial expenditure above 
the amount provided for in the budget The reason given was 
that the central Government made their airangements for ways 
and means after taking into consideration all the expenditure of 
local Governments as shown in the budget Theie was some cor¬ 
respondence with Bengal in connexion with this matter. That 
Government asked for additional expenditure to be met from its 
provincial balances. The central Government disallowed it on the 
ground that it was not budgeted for However, the Government 
of India vveie prepared to waive this right it the new expenditure 
asked for was covered by a corresponding increase of revenue over 
the budget figures 

In 1879, owing to the critical position of the cential finances 
arising from the Afghan War, the Government of India asked the 
provinces to practise strict economy and to postpone all optional 
expenditure, especially on public woiks above a ceit-ain level of 
cost. Eventually, these measures were found insufficient, and the 
provincial assignments for the year 1880-1 were reduced below the 
amounts settled undei the seveial contracts in force The total 
contribution thus taken fium the piovincial Governments came to 
Rs. 67 lakhs, one-half in 1879-80 and the other half in 1880-1 
This meant additional taxation 2 

§3 77m System of Shared Revenues, 1882-3 

The inadequacy of the financial arrangements made in 1877 
soon became patent The revenues transferred to the provincial 
Governments were scanty, and the bulk of provincial expenditure 
had to be met by lump sums assigned by the Government of 
India The provinces had no share in land revenue which was 
then much the largest revenue source in India, and therefore they 
had no interest in fostering it. It was therefore considered 


1 Financial Resolution, 12 September 1878 


a See cb. XVIII. 
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advisable to give the provincial Governments some share in the 
more important branches of revenue, thereby creating in them an 
abiding interest in fostering revenue. 

The credit for devising a remedy should go to Sir John 
Strachey; but the practical application of the punciple was carried 
out mainly by Lord Ripon and his Finance Member, Major 
Evelyn Baring. 1 

The principle ot the new system was that ‘ instead of giving 
local Governments a fixed sum to make good an excess of provin¬ 
cialized expenditure over piovmeialized receipts, a ceitain propor¬ 
tion of the imperial revenue of each ptovince should be devoted 
to this subject ’. Certain heads of levenue, such as post olfice, 
telegraphs, mint, and others ot a definitely central nature, were 
(with minor local exceptions) wholly reserved as imperial Those 
essentially of a local natuie weie made provincial Between 
these lay certain important heads like forests and registration, and 
these were divided in proportions, for the most part equal, between 
the imperial and provincial Governments This latter item 
rectified the deficiency of the provincial revenues, which were 
otherwise not enough to meet piovincial expenditure The sum 
thus taken was a fixed percentage of the realized revenue and not 
a lump assignment. The object of tins new step was to appeal 
to the private interest of the provincial Governments. 

This new step also aiose out ot sheer necessity. In 1877, the 
Government of India found it difficult to enter into contracts with 
Burma and Assam on the same terms as with other provinces. 
The revenues assigned to Burma according to the old contract 
were found normally insufficient, and every yeai a huge special 
grant had to be made to that province for balancing its budget/ 
The demoralizing effects of this were realized and the need for 
a new basis was strongly felt. The case of Assam also presented 
a similar difficulty. It was found on examination that the finances 
of these two provinces could be set right only by each of them 
sharing certain major revenues with the central Government. 
Thereby, the province would get an elastic source of revenue, which 
when properly nurtuied—and there was an incentive—would give 
it ample revenue to meet its growing needs. Besides, those were 
then comparatively undeveloped piovinees and leqmred special 
fostering as they had great potentialities before them 

Thus contracts on a new basis weie entered into with Assam 
and Burma by Sir John Strachey himself m 1879. Over and 
above the normal provincial souices, a fifth of the land revenue 
in Assam was handed over to meet provincial expenditure. 
Burma obtained a sixth of the land revenue, as also ot the nee 
export duty, salt receipts and forest revenue. Theie was a special 

1 Resolution of the Finance Department, No. 3353, 13 September 1881, par. 4. 

s Financial Department Resolution, 26 March 1879. 

15 



$26 FEbERAL FINANCE IN INDIA 

reason why m Burma salt and customs revenue could be treated 
as provincial; for their incidence was definitely on the people 
of the province, while in India proper it would be impossible to 
locate their incidence accurately. Hence the utilization of those 
heads of revenue to meet the special needs of Burma. 

Sir John Strachey had intended to revise, on the above basis, 
the contiacts with other provinces also, but he retired before he 
was able to cany this out. Baling, who succeeded him, stuck 
more or less to the principles enunciated by his predecessor. He 

had the support of Lord Ripon, who was well disposed towards 

all measuies calculated to increase the freedom and happiness of 
the people He believed that a large measuie of decentralization 
was essential to the economic improvement of the country, and 
favoured eveiy measure that would enlarge the powers of provincial 
Governments and local authorities. 

The important Resolutions winch Ripon issued in 1881 and 
1882 not only enlarged provincial powers but also dealt with the 

need for the organization ot local bodies, namely, district boards, 

municipalities and taluk boards, as a means of educating the 
people m the ait of self-government. While Lytton neglected the 
laiger objects of decentialization enunciated by Mayo, Lord Ripon 
was specially anxious to give effect to them by developing an 
efficient system of local self-government. This will be dealt with 
more fully in the next chapter. 

Another important change embodied m the new resolutions 
was in respect of the financing of war and famine, two of the 
special circumstances that often dislocated Indian finances. 1 It 
was clear from long experience that the responsibility for famine 
relief should not be placed solely on the provincial Governments; 
help was to come from the central Government at a certain stage. 
But under the financial airangernents made m 1877. the Govern¬ 
ment of India were not expected to helji until the resources of the 
provincial Governments were exhausted Rijxm found this rather 
hard, and he decided that help should be given at an earlier stage. 
But the conditions on which lehef should lie granted were defined 
more stringently. 2 Only in the case of severe famine was help to 
be expected, and even then the provincial Governments were not 
entitled to help until (1) their current revenue was exhausted, and 
(2) two-thirds of the excess of the accumulated savings of past 
years, over the oidinary working balance, had been spent. Those 
limits were fixed with refeience to the lesources of each province 
and not to the amount expended on famine relief. It was also 
decided that aid should be given at an earlier stage than before, 
and provision was made for devoting the savings of provincial 
Governments in normal years to supplement the ordinary public 


1 Baring mentioned four peculiar dangers to which Indian finance was liable: 
war, a diminution of opium revenue, fall of exchange, and famine (Financial 
Statement for 1883-4). 1 Resolution, 30 September 1881. 
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works grant, and to push on famine relief works. Not more than 
a fourth of such surpluses was to be used for paying interest on 
imperial loans raised for famine relief within the province. 1 

At the same time, the Government of India declared that it 
could make no demand on provincial Governments, except in the 
case of disaster so abnormal as to exhaust the imperial reseives 
and to necessitate the suspension ol the entire machinery ot public 
improvements tinougbout the Empire/ The Secretary of State 
objected to this too liberal concession to the provinces, especially 
because it would have to be proved to piovincial Governments 
that such necessity really existed; but Ripon replied that it was 
too late to letrace the steps taken.' 

The arrangements of 1881 on the whole leheved Hie provincial 
Governments of their obligations to the cential Government oo 
abnormal occasions. In 1870, the special ■ lrcumshmces mentioned 
as necessitating the modification of normal provincial an angenients 
were • (1) heavy loss of opium revenue; and (2) national disaster, 
such as war and famine In 1881, the Government of India very 
nearly relinquished their right to call on provincial Governments 
for help. In case of national disastei , help would be asked only 
after the exhaustion ot mqieiial leseives and resources. The 
responsibility m the event of famine was still left with the pro¬ 
vincial exchequei, but it was entitled to assistance from central 
resources. Besides, the Government ol India had to meet the 
frequent losses by exchange and (all in opium revenue. 

Nevertheless, the piovincial Governments readily came to the 
help of the central Government whenevei called upon to do so 
Within the next 15 years tluee such occasions aiose—in 1888-7, 
1889-01, and 1894-5. Twelve lakhs of lupees were thus contri¬ 
buted by the provincial Governments. 

§4. The Provincial Contracts, 1882-3 

Separate financial settlements were made m 1882 with the 
major provinces according to the provisions detailed above. Madras, 
too, which declined the offer of 1877, came into line with the 
other provinces this time. The settlements were made for five 
years, although the Secretary of State was against fixing this period 
for all the provinces. 

The principal revenues were classified as follows ; 

I. Imperial : 

1. Customs duties, except in Burma 4 

2. Salt revenue, except m Burma 

3. Opium revenue 

4. Post office receipts 

1 Gazette o{ India, 1 October 1881, p. 450. 8 Financial Statement (1882-3), p 10. 

* Letter, 16 February 1882. 4 See §2. 
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5. Railways 

6. Tributes 

7. Telegraphs 

8. Military public works 

9. Gain by exchange transactions 

II. Provincial : 

1. Provincial rates 

2. Ordinary public works 

3. Receipts from law and justice 

4. Education 

5. Police 

6. Stationeiy and printing 

7. Interest on provincial securities 

8. Provincial railways 

9. Medical receipts 

10. Miscellaneous items (except gam by exchange, premia on 

bills, etc ) 

11. Minor departments 

In Burma only—Fisheries 

In the North-Western Provinces and Oudh only— 
Receipts fioni Tarai, Bhatar and Dudi estates; rents 
on water mills and stone quarries 
In Bombay only—Rents of resumed service lands and 
service communications 

III. Divided : 

(Unequal division) 

1. Land revenue (at first only a fixed percentage; it w r as 

given to the province to meet the expenditure un¬ 
covered by revenue, but subsequently it became a 
regular divided head) 

(Equal division) 

2. Forests (except Burma) 

3. Excise 

4. Assessed taxes (chiefly income-tax, then called ‘ licence- 

tax ’) 

5. Stamps 

6. Registration 

As regards expenditure, the division of liabilities followed, as 
a general rule, on the corresponding head of receipts But as the 
expenditure devolving on the provincial Governments was larger 
than the revenues assigned to them, the necessary balance was in 
the case of each province to be made up by a percentage on the 
land revenue (and in Burma on salt, forest revenue and rice duty, 
as mentioned above). The local Governments received the same 
financial power in respect of divided heads of expenditure as in 
regard to those which were or had been entirely provincial. 
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The result of the arrangement was that about three-fifths of 
the revenue of British India, amounting roughly to Rs. 42 crores, 
and about one-fourth of the expenditure amounting to Rs. 19 
crores were provincialized. Thereby the provincial Governments 
were given an interest in the greater part of Indian revenue, and 
were made responsible for its collection. Thus, these Governments 
had the whole revenue under heads which produced Rs. 4 crores, 
half of the revenue under heads which produced Rs. 8 crores, a 
certain percentage of other heads (chiefly land revenue) which pro¬ 
duced Rs 23 crores, and a nominal share in revenues which 
produced Rs. 7 crores 1 Evidently this was an arrangement cal¬ 
culated to appeal to the self-interest, of provincial Governments. 

The following grants weie also made to the provinces, ear¬ 
marked for definite purposes Rs. 770,000 foi improving the 
position of subordinate civil services, Rs 200,000 for provincial 
public works in Madras and Rs. 100,000 for additional kanungos 
in Oudh. At the same tune, certain revenues were abandoned in 
the North-Western Provinces. 2 These concessions involved a loss 
to the imperial treasury, but as Baring told the Legislative 
Council in 1882 : ‘It is the provincial Governments and not the 
Government of India who are brought into immediate contact with 
the people. They supervise the whole of the administrative work 
of the country ’ The results of these contracts can be seen from 
the following statement of the budget position between the years 
1882-3 and 1885-6. 

ANNUAL SURPLUSES AND DEFICITS 


Provinces 

1882-3 

1883-4 

1884-5 

1885-6 

Madras 

108,421 

10,820 

-87,284 

146,692 

Bombay 

-149,894 

-2,585 

6,006 

291,976 

Bengal 

539,611 

146,027 

48.910 

26,777 

N -W Provinces and Oudh 

281,222 

357,630 

-69,276 

-180,060 

The Punjab 

-110,966 

-15 765 

-41,545 

42,447 

Central Provinces .. 

33,775 

76,212 

18,047 

22,080 

Assam 

13,887 

-5,216 

-40,577 

25,299 

Burma 

171,207 

-90,030 

-89,725 

ml 


During the period of five years the contracts were not to be 
modified, and the provincial Governments had full freedom to 
control expenditure and utilize any increase of revenue that took 
place in the meantime. But on the expiry of that period the 
terms of the contract were liable to revision according to the actual 
conditions of the province. Even in the provincial contracts of 
1882-3, which were drawn up in the liberal spirit of Ripon, the 
Government of India reserved to themselves the right of benefiting 

Financial Statement, 1882-3, ibid, 
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by ‘ the increments of revenue which arose from the growing wealth 
and prosperity of the country Subsequently, the right was even 
more strictly laid down in connexion with the Bengal agreement. 
‘ The financial administration of India is necessarily a whole. 
For the sake of diminution of friction and other well-known objects 
the imperial Government delegates a share in the administration 
to local Governments.’ As the Government were making only a 
rough calculation of the revenue of the province, ‘ it cannot bind 
itself to this propoition for ever, because the calculation being 
rough is liable to he vitiated by unforeseen failure of resources 
or growth of charges whether in the share of financial administra¬ 
tion which it retains or in that winch it delegates ’. 1 Therefore 
the Government insisted on periodical re-examination This came 
somewhat like a leaction to Ripon’s liberal policy and as we shall 
see, this became a cause of friction and waste in subsequent years. 

Another restriction was imposed in 1884 upon the financial 
freedom of piovmci.il Governments In the three years preceding 
1884, these Governments had been spending the large balances 
that had accumulated dm mg the Afghan War, when the Govern¬ 
ment of India had temporarily checked provincial expenditure. 
Moreover, the central Government had refunded to them the sum 
of Rs. fi90,000 contributed during the war. This abnormal 
expenditure alanned the supreme Government, which therefore 
adopted measures to prevent excessive fluctuations m the finances 
of local Governments It was strictly laid down that the provinces 
should not exhaust their balances beyond a prescribed minimum. 

The spirit of the new system as initiated by Lord Ripon was 
generous and distinctly calculated to enlarge the powers of pro¬ 
vincial Governments; but in practice its liberal features were 
whittled down to such an extent that the provinces before long 
found that although they had a greater field to administer there 
was not a corresponding increase in their financial powers. In 
India, to a greater extent than in any other country, executive 
rules and secretariat procedure often stood in the way of liberal 2 
measures being liberally applied At any rate such was the 
case when a benevolent Viceroy initiated some new policy or 
promulgated some law which had received faint support at home 
and little sympathy from the permanent staff of the Government 
of India It is thus that many of Lord Ripon’s measures did not 
produce the expected results. The financial arrangement which 
he made between the cential Government and the provinces was 
fair to both, but not much of its spirit remained after it was 
ground and put into shape in the official machine of the Calcutta 
Secretariat. 


1 See also Gokhale’e evidence before the Indian Expenditure Commission, IV, 
p. 215. 

* Note by T. C. Hope (Financial Secretary), 9 .Tune 1882; also Baring’s 
Financial Statement for 1882-3, 
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However, the first contract under the new system was, on the 
whole, a success. In 1885, Sir Auckland Colvin, Finance Member, 
claimed that by the new arrangements, ‘ friction was reduced to a 
minimum V But the conditions soon changed, and when the 
contracts were revised in 1886-7, all the old ill-feeling seems to 
have revived with tenfold vigour. 


1 Financial Statement (1885-6), p 77. Besides, during Ripon’s regime, imperial 
expenditure deeieased and provincial expenditure increased slightly. See Gokhale’s 
evidence—Indian Expenditme Commission, vol IV, p 215 



CHAPTER XVIII 
LOCAL SELF-GOVERNMENT 
§L Local Finance , 7 874-85 

The period under review witnessed great progress in the sphere 
of local self-government. Local committees came into being 
throughout India, and they devoted their funds (mainly drawn 
from cesses) for education and minor public works. In provinces 
like Madras and Bombay, where local committees existed previ¬ 
ously, they made great advance Municipalities also increased in 
number and usefulness and in many provinces the elective 
element became stronger. 

However, these new institutions did not meet with much active 
sympathy from district officers in those days. 1 As Ripon wrote 
to Gladstone, this was really inherent in the Indian system of 
administration. ‘ India is governed by a bureaucracy,’ wrote 
he, ‘which, though I sincerely believe it to he the best that the 
world has ever seen, has still the faults and the dangers which 
belong to every institution of that kind; among these faults is 
conspicuously a jealousy of allowing non-officials to interfere in 
any way whatever with any portion, however restricted, of the 
administration of the country ’ 2 Consequently, as he observed on 
another occasion, local bodies were ‘ over-ridden and practically 
crushed by direct official interference ’ 

But the arrival of Ripon as Viceroy changed the situation. 
He is rightly called the ‘ Father of Local Self-Government ’ in 
India A democrat bv firm conviction, Ripon believed that effec¬ 
tive training m democratic methods could be given by means of 
local self-government Tn one of his Resolutions 3 he wrote : 

It is not piimarilv with a view to the improvement of admini¬ 
stration that this measure is put forward and supported. His 
Excellency in Council has himself no doubt that m course of time, 
as local knowledge and local interest are brought to bear more and 
more freely on local administration, impioved efficiency will in fact 
follow. But starting tlieie will doubtless be munv failures calculated 
to discourage exaggerated hopes, and even in some cases to cast 
apparent discredit upon the practice of self-government itself. 

Lawrence, and even Mayo, considered devolution of powers on 
local self-governing institutions merely as a means of tiding over 
financial stringency But Ripon considered it as a means of giving 
political training to the people of the country. Even at some 

1 Tjiicien Wolf, Life of the First Marquis of Ripon vol TT, p 95 
* ibid , pp 95-6 * Resolution, 18 May 1881, par 5. 
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expense to efficiency he wanted to teach them how to manage 
self-government in the local sphere and thereby hoped to make 
them ultimately capable of controlling administration in wider 
and higher spheres. Yet he was not unmindful of the administra¬ 
tive advantage to the Government resulting from this development. 
In the Resolution 1 already quoted he observed : 

The task of administering is yearly becoming more and more 
onerous as the country progresses in civilization and material pros¬ 
perity. . . . The cry is everywhere for increased establishments. . . . 
The universal complaint in all departments is that of over-work. 
Under the circumstances it becomes imperatively necessary to look 
round for some means of relief, and the Governor-General in Council 
has no hesitation in stating his conviction, that the only reasonable 
plan for the government, is to induce the people themselves to 
undertake, as far as may be (possible), the management of their own 
affairs, and to develop or create, if need be, a capacity for self-help 
in respect of all matters that have not, for imperial reasons, to be 
retained in the hands of the representatives of government. 

Hence his insistence on the non-official members being in the 
majority in local bodies. 


§2. From Provincial to Floral Finance 

Ripon decided, soon after his arrival, to take another step 
forward on the path chalked out by Mayo He was convinced 
that it was not sufficient to delegate financial powers to the pro¬ 
vincial Governments; to him it was equally necessary to make a 
similar transfer from the provincial Government to the local 
authority. What Mayo did for provincial finance, Ripon did for 
local. This was the central idea of Ins famous Resolution of 30 Sep¬ 
tember 1881, which said • ‘ The provincial Governments while 
being largely endowed from imperial sources may well in their turn 
hand over to local self-government considerable revenues at present 
kept in their own hands, but similar in kind to many which have 
long been “ locally ” managed with success by committees, partly 
composed of non-official members and subject only to a general 
remedial control reserved to the State by the legislature. At the 
same time such items should geneially be made local as the people 
are most likely to be able to understand the use of and to 
administer well.’ 2 

However, it was not Ripon’s intention to increase the burdens 
of local authorities, and therefore care was taken to transfer 
revenues for meeting the new services to be entrusted to them. 
The revenues transferred should be * of such a character as to 
afford a reasonable prospect that by careful administration, 
with all the advantages due to local sympathy, experience and 


1 Resolution of 18 May 1881. 

* Resolution on Local Self-government, No, 3368 of 30 September 1881, 
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watchfulness, they will so increase as to afford the means of meet¬ 
ing any additional expenditure which may be rendered necessary by 
the growing wants of each locality V 

The above proposals were given effect to on the occasion of 
the renewal of provincial contracts m 1882. While preparing for 
these contracts, the Government of India asked the provincial 
Governments to undertake a caiefu! scmtmy of provincial, local 
and municipal accounts with a view to ascei taming (1) what items 
of receipts and charges could be tiansferred from ‘ provincial ’ to 
‘ local ’ heads, for administration by committees comprising non¬ 
official, and, wherever possible, elected members; (2) what items 
already ‘ local ’, but not so administered, might suitably be so done; 
(3) what redistribution ol items was desirable in order to lay on 
local and municipal bodies those services which were best under¬ 
stood and appreciated by the people; and (4i what measures 
legislative or otherwise were necessary to ensuie moie local self- 
government. 1 2 * ‘ Incidentally to the sciutiny,’ he hoped ‘ that 
they would carefully consider ways of equalizing local and muni¬ 
cipal taxation throughout the Empire, checking severe or unsuit¬ 
able imposts, and favonnng forms most in aecoidance with popular 
opinion or sentiment At the same time the extension of the 
elected element in such bodies was to be considered 

On 18 May 1882, a further Resolution was published in which 
the proposed lines for the introduction of local self-government 
were more definitely laid down 

The policy thus indicated was accepted by the provincial 
Governments ‘ on the whole lovally and in some cases cordially ’ 4 
The only serious opposition came from Bombay, which already 
possessed a fairly advanced system of local self-government, but 
that province also eventually came into line and ‘ yielded with a 
very fair grate’ 5 In his own Council, lii|x>n had a stiong 
supporter in Baring, while the reception of the policy in the 
country was, as was to be expected, enthusiastic. 

As a lesult of his policy. Local Self-government Acts were 
passed by the majority of the piovmces whereby rural boards 
were instituted, both in the chstnct and tn the taluk (or tahsil ) 
on a more or less elective basts, with wider powers than the old 
district committees possessed, and both these local bodies w T ere 
based on the village which had been from tune immemorial the 
unit of administration in the country. These boards worked 
through committees and gave ample opportunities for the co-opera¬ 
tion of Government officers with local tepresentatives This subject 
does not fall within the scope of the present treatise. 

1 Letter to the Secretary to the Government of Bengal, No 3513 of 10 Octo¬ 
ber 1881. 

2 Resolution on Local Self-Government, No 3353 of 30 September 1881. 

1 ibid 

4 Lncien Wolf, Life of the Fir.it Marquis of Riport, vol TI, p 97 

* Ripon to Kimberley, 21 May 1883, quoted by Wolf (ibid ). 
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It was Ripon s fond hope that his scheme of local self-govern¬ 
ment will relieve the provincial authorities from some portion of 
the ever-growing details of the work of administration, will tend 
to reconcile the public to the burden of local taxation, and will 
lead to the more extended employment of the natives of India 
in the administration of public affairs, while conferring on them 
higher powers of control over all expenditure on objects of local 
importance V 

However, his expectations were not fulfilled to any great extent. 
Although the provincial Governments tried to put his scheme into 
practice and the number of local bodies thus increased, the higher 
aims underlying the reform were far from realized, owing to 
difficulties which were, at the time, insurmountable 

§3. Some Statistics of Local Finance 

In 1882-3, there were 761 municipalities in British India 
(including the three presidency towns), and their total income 
came to £2,527,042. The sources of income and the heads of 
expenditure are given below : 


Income 

£ 

Expenditure 

£ 



Establishments and eollee- 


Taxation— 


tion 

294,202 

Octroi 

745,746 

Conservancy 

353,698 

Assessed taxes 

198,167 

Police and registration 

206,349 

Tax on houses and land. 

578,10*2 

Lighting and watering 

156,383 

Tax on vehicles, animals 


Drainage 

208,064 

and ferries ... 

311,580 





Water works 

268,390 

Total taxation ... 

1,833,595 

Medical . . 

109,507 



Education 

70,752 

Loans etc. 

693,447 

Public works (roads etc.) ... 

637,632 



Interest on debt 

191,607 

Total ... 

2,527,042 

Total ... 

2,436,574 


1 Letter to the Secretary to the Government of Bengal, No 851? of 10 Octo¬ 
ber 1881, 
















PART V 


FINANCIAL POLICY, 1886-1904 




CHAPTER XIX 


FINANCES AN1) RUBRIC WORKS UNDER FALLING 
EXCHANGE 

§1 (Iroirlh of E i pcmhtiirr 

After the Government of India came undei the Clown, com¬ 
plaints weie lepeatedlv made that expenditure was glowing too fast 
m India, that taxation was becoming heavy and that the burden 
of debt was inn easin'* Tn the davs of the Company there weie 
searching unpin ies into the finances of Tndia at the periodical 
lenewails of the Royal Charter But after the transfer, there 
was no such occasion foi inquiry. According to Fawcett, ‘many 
safe"muds for economy weie swept away and the substitutes 
which took their place have pioved to he comparatively in¬ 
effective’. 1 Large powers of control weir vested in the Secretary 
of State, and the India Council was supposed to exeicise a stnct 
watch over the financial admmistiation of India But, for many 
reasons, this control was not always effective Differences of 
opinion arose among the highest nut hot Mies about the exact 
poweis of the India Counul, and in the lesnlt, the interests of 
India weie sometimes ‘sauifked to the exigencies ol political 
parties in England V 

However, there lia\e always been poisons in Parliament who 
took a keen inteiest in Indian alluns, and owing to pressure fiom 
them, seveial inquuies yyere conducted by Pailuuuent from tame 
to tune. The first ol these \yas by a select committee appointed 
by Mr Gladstone in IH71, as a lesnlt ol complaints about the 
increase of taxation and expenditme in India. Mi Fawcett and 
Mr (later Sir) M E Giant-Dull yyere membeis ot this committee. 1 
The committee yyas hist concerned yvith the (piestion of the peima- 
nent settlement and soon came to the conc lusion that it should not 
be extended to other parts ol India. It also took up questions of 
provincial and local taxation and inuease of expenditure. Lord 
Lawrence, Samuel Laing, Tievelyan, Massey, Richard Strachey 
and several others yvho held impoitant positions in India gave 
evidence before the committee. After sitting tor four years, the 
committee was dissolved and it made no final recommendations. 
However, its minutes ol evidence y\eie published in four large 

1 Indian Finance (1880), p 5 

* Sir Alexander Arbuthnot’s minute of dissent See Parliamentary Paper, C69 
of 1879. 

* Grant-Duff afterwards became Governor of Madras (1881-6). 
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volumes, and they contain valuable information about the admini¬ 
stration and finances of India at the time. 1 

Fawcett kept up his inteiest in Indian affairs and, largely 
through his speeches in the House of Commons and his articles 
in the Nineteenth Century during 1879, the sense of responsibility 
of the House of Commons was again awakened 2 * In 1880 Stanhope 
made certain criticisms in Parliament about the financial admini¬ 
stration of India,' 1 and this gave use to a prolonged correspondence 
between the Government of India and the Secretary of State, 
which was published as a Parliamentary Paper in 1885. 4 * 

The next important inquiry was made in 1895-1900 by the 
Royal Commission on Indian Expenditure, which was appointed 
by Mr Gladstone, as a result of the financial stungency during 
the period 1890-4. Lord Welby was the Piesident, and the 
Hon. G. N. (later Marquess) Curzon, Sn William Wedderburn, 
W. S. Caine and Dadabhai Naoroji were members. The Coin- 
mission, after a prolonged deliberation, repoited in 1900/' but little 
came out of it. 

§‘2. Increase of Expenditure between 1861 and 1885 

It cannot be said that any substantial increase in expenditure 
took place between 1801 and 1885. Owing to changes in the 
method of accounting, an accurate comparison is difficult. How¬ 
ever, there is adequate material for a general comparison. The 
following table will explain itself. 6 


— 

1861-2 

Average of 
i 1883-4,1881-5 

+Increase or 

1 - decrease 

1 

Defence and foreign aftairs . 

Its 

16,55,70,000 

Its 

19,15,80,000 

Its 

+ 2,60,10,000 

Civil administration (including 
works charged to revenue) .. 

13,08,80,000 

18,84,20,000 

+ 5,75,40,000 

Debt charges 

5,09,60,000 

3,78,80,000 

-1,30,80,000 

1 

Total .. j 

! 

34,74,10,000 

1 

41,78,80,000 

Net increase 
+ 7,04,70,000 


The increased expenditure of about Rs 7 c-rores was chiefly met 
by the normal increase in the old levenues and not, to any great 
extent, by new taxation. Of the taxes imposed for rectifying the 
financial stringency resulting fiom the Mutiny, income-tax was 

1 Vols I (1871), II (1872), I IT (J873), IV (1871), index volume (1874). 

* Mr Hyndman, labour leader, also published two articles in the Nineteenth 
Century entitled 1 Bankruptcy of India ’ 

' Hansard, vol. 249 (1883), p. 261. 

4 Parliamentary Paper, C352 dated 13 August 1885. 

* Report, Cd 131 of 1900 (one volume) and Minutes of Evidences (3 volumes). 

4 Report of the Royal Commission on Indian Expenditure (1900), p. 40. 
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the most important. But it was abandoned in 1873. Of the 
older taxes customs duties were given up, except in the case of 
spirits and a few exports. Salt duties stood m 1884 at nearly 
the same level as before the Mutiny. Thus the revenue remitted 
during the period came to a total of Rs. 5,37,70,000. 

But in the meantime, some new taxes had been imposed, 
namely provincial rates and a licence duty; and the rates of the 
stamp duty and the excise duty had been increased. These 
produced about Rs. 5-2 crores in the years 1883-4 and 1884-5 
(average), made up as follows provincial rates Rs. 2,77,40,000, 
licence duty Rs. 49,00,000, stamp duty Rs 1,24,00,000, and excise 
Rs. 70,00,000 (average of the years 1883-4 and 1884-5). 

Therefore the increase of icvenue during the period was 
chiefly due to the elasticity of tiie existing revenues The land 
revenue increased from Rs. 19 5 crores in 1861 to Rs. 22 - 3 crores 
in 1883-4. 1 


§3. Increase of Expenditure , 1886-1900 

After 1886, there was a rapid increase of expenditure both 
liuhtaiy and civil. In 1884, the total expenditure of India was 
Rs. 71 crores. From that date the expenditure went on mcieas- 
mg, and amounted to Rs 110-4 crores in 1900 The causes of 
the increase were chiefly (1) increased expenditure on defence and 
(2) loss by exchange 

During the period, 1886-1900, the expenditme on defence 
increased from Rs. 21-6 crores to Rs 24-6 crores, and by 1905 it 
had risen to Rs. 31-5 crores. This increase was chief!} due to 
the feverish activity on the Noith-West Frontier. The fear of a 
Russian advance into Afghanistan had been growing for some years 
and the Penjdeh incident (1885) greatly enhanced that fear. The 
Russian General Ivomaioff attacked some Afghans at Penjdeh, an 
lmpoitant post on the route to Herat. This created great excite¬ 
ment in India The Indian aimy was immediately strengthened 
by the addition of 10,753 Europeans and 19,220 Indian soldiers 
(1886). Roads and railways weie constructed on the frontier and 
fortifications erected on a large scale. This involved the pacifica¬ 
tion of the suspicious nomadic tribes on the frontier and an in¬ 
creased subsidy to the Afghan Amir. The war in Upper Bmma 
added to the growing outlay on defence. 

When the number of soldiers was increased, large numbers 
of horses were required; clothing and medical supplies had to 
be increased; ordnance factories, depots and arsenals had to be 
enlarged; and a greater number of transport animals, carts and 
gear had to be maintained. 

In the meantime the rupee exchange had been declining fast. 
From Is. 7$d. in 1884-5 it fell to Is. 2Jd. in 1893-4 and to 

1 ibid., p. 40. 

16 
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Is. Id. in 1894. With every fall in exchange there was a corres¬ 
ponding increase in + he burden ot the home chaiges. From lis. 4 - 3 
crores in 1885 the loss by exchange on these charges rose to its. 15 
crores m 1894. When the exchange began to depreciate, the 
Bntish officers in India, both military and civil, found their sterling 
income rapidly diminishing and them remittances to their families 
in England dwindling in value. There was a universal demand 
for relief. Many ot the officials weie under the necessity of 
lemitting a considerable pottion of their income to Bntain for the 
support ot their families and the education of their children. They 
therefore claimed an ‘ exchange compensation allowance and this 
was granted, in respect oi a pait of then - salaries, from 1893. 
The pay ot the British soldiers in India was fixed in sterling and 
was paid in India at a rate much lower than the assumed rate 
of exchange. All these concessions involved a laige increase m 
expenditure. It also became extiemely difficult to make budget 
estimates. 8uccessive financial statements lepeated the tale of 
woe and toi some years this became the chief point of discussion 
at the budget sessions of the Impeiial Legislative Council. ‘ The 
uncertainty in lespect of silvei ’, said 8ir Auckland Colvin, 

‘ entirely neutiahzes the most caieiully formed toiecast of the 
future and lenders the task of budget-making in India almost 
illusory. The suiplus or the equilibrium existing at the hour at 
which the statement is written may be turned into deficit before 
it sees light and nothing that the Government of India can do 
of its owii authority will, m the slightest degree, affect the result 
Thus the budget became a gamble in exchanges. The extra 
expenditure in rupees due to the actual rate of exchange being 
less than the former late of 2*'. to the rupee is given below • 


tear 

Kate 
assumed 
in the 
budget 
per Rupee 

Average 
rate 
realized 
by the 
Set retarj 
of State 

Total 

extra 

charge 

involved 

Year 

Rate 
assumed 
in the 
budget 
nor Rupee 

Average 
rate 
realized 
by the 
Secretary 
of State 

Total 

extra 

charge 

involved 


l S 

d. 

s 

d 

Ks Crores 


s 

d. 

s 

d 

Rs. Crores 

1872 . 

1 

11 1 

1 

10 7 

7 

1886 

1 

0 

1 

5 4 

5 6 

1873 .. 

l 

10 5 

1 

10 3 

9 

1887 

1 

5 5 

1 

4 8 

6 1 

1874 

1 

10 3 

1 

10 1 

1 0 

1888 

1 

4 9 

1 

4 3 

6 4 

1875 . 

1 

9 8 

1 

9 6 

1 4 

1889 

1 

1 3 

1 

4 5 

6 7 

187(1 

1 

8 5 

1 

8 5 

2 5 

1890 ... 

1 

1 5 

1 

6 

5 5 

1877 

1 

9 2 

1 

8 7 

2 3 

1891 

1 

r> 2 

1 

4 7 

7 2 

1878 

1 

8 4 

1 

7 7 

3 1 

1892 

1 

4 

1 

2 9 

10 3 

1870 

1 

0 9 

1 

7 9 

2 9 

1893 . 

1 

2 7 

1 

2 5 

11-2 

1880 . 

1 

8 

1 

7 9 

2 3 

1894 

1 

2 

1 

1 1 

15 

1881 . 

1 

8 

1 

7 8 

2 5 

1895 

1 

1 

1 

1 6 

14 

1882 ... 

1 

8 

1 

7 5 

3 1 

1896 

1 

1 7 

1 

2 4 

12 1 

1683 . 

1 

7 5 

1 

7 5 

3 4 

1897 . 

1 

2 4 

1 

3 3 

10 6 

1884 . . 

1 

7 5 

1 

7 3 

3 5 

1898 

1 

3 3 

1 

3 9 

9 3 

1885 ... 

1 

7 

1 

6 2 

4 3 








1 Financial Statement (1886), p. 12. 
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§4. Increased Taxation 

The sudden increase of expenditure caused by the foregoing 
circumstances was a great strain on the Government’s finances 
In 1882, revenue resources amounting to over £3 millions were 
given up by the abolition of the customs duties and the patwan 
cess, and by the reduction of the salt duty. Even then, the year 
1882-3 closed with a surplus of A'700,000 and the year following 
had a surplus of £1, 387,490. From 1884-5, deficits leappeaied 
and the finances continued in a bad state till 1889-90. 


Year 

, Net Revenue j 

Expenditure j 

Surplus or 
Deficit 


£ 

£ 

£ 

1884-5 

41,521,367 

11,907,813 

-386,446 

1885-0 

42,b37,047 

45,438,773 

-2,801,726 

1880-7 

14,735,940 

41,557,513 

4-178,127 

1887-8 

45,342,843 

47,371,675 

-2,028,832 

1888-9 

16,482,803 

46,145,847 j 

4-37,018 


In these circumstances, the Government was foiced to impose 
new taxation. Customs duties weie still considered a very objec¬ 
tionable mode of raising levenue and tlieiefoie direct taxation had 
to be resorted to. The licence tax was all eddy an income-tax 
on certain classes, and even after raising the taxable minimum, it 
still pressed too heavily on the smaller incomes and too lightly on 
the higher. The official and professional classes paid hardly any¬ 
thing in the form of direct taxes. These detects were openly 
acknowledged by the Viceroy, Lord Duffeiin, and by Sir Auckland 
Colvin, who was Finance Membei from 1883 to 1887. In 1886, 
the Viceroy reminded the Legislative Council that most of the 
gentlemen present, especially lawyers and high Government 
officials, were free flow all direct taxation. He admitted that 
that was true of himself and other members of his Government. 

There is not one of us ’, he said, 4 who pays any really 
serious sum from Ins income into the Imperial exchequer.’ 1 It 
was therefore decided to impose an income-tax and a bill was 
pushed tlnough the Council m 1886 (Act II). Incomes below 
Ks. 500 were exempted from the tax. All taxable incomes were 
divided into four classes : (1) salaries, annuities and pensions, 

(2) company profits, (3) inteiest on securities and (4) other sources. 
Incomes from agricultural lands and from property used for 
religious or charitable purposes were exempted from the tax and 
this was the chief innovation in the new income-tax. The profits 
derived by municipalities from commercial undei takings were also 
exempted. In fact, the new tax was a licence tax and an income- 
tax rolled into one, or an income-tax superimposed on the old 

1 Legislative Council Proceedings, 4 January 1886, 
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licence tax. As the Viceroy put it : ‘ the licence tax is a one- 
stoned house, and on the top of it, we are putting a second storey, 
but the order of architecture m both will be the same 

Nor was this income-tax imposed for a limited period, as 
were its forbears. The Finance Member was pressed for a pledge 
restricting the duiation of the tax, but he cautiously avoided giving 
it, and added • ‘ Piudence is to a Financial Member what modesty 
is to a woman, and if he once throws it aside lie must expect 
to descend to that fallen class fiom whom nothing moie may be 
hoped for.’ The non-official Europeans who had hitherto led the 
opposition to the income-tax weie this time very moderate 
in their ciiticism; yet Kipling in his Departmental Ditties has 
represented Colvin as Iiupaiyat of Onmrkalvin, plying the begging 
bowl among his Emopean countrymeri. Mr Mandlik was sur¬ 
prised that, rather than reimpose the cotton duty, the Government 
had decided to impose an income-tax which was bound to press 
hard on the honest and lead to demoralization. Mr P M. Mukherji 
suggested an amendment, raising the taxable minimum to 
Its 1,000, but it was rejected. Mr (later Su) William Hunter 
wished that payments for life insurance or defeired annuities 
should be deducted from the taxable income, and this was agreed 
to. The net pioceeds of the income-tax came to its 1,27,75,100. 
This was Ks. 80]- lakhs moie than the yield of the licence tax. 
In all, 300.0(H) peisons throughout Bntish India were assessed to 
the income-tax. Salaries contilbuted 30 per cent, of the total. 
The provisions of the tax as laid down in 1886 were in force 
without much modification till 1914. 

In 1887, the salt duty was raised by executive older from 
Its 2 to Its 2-8 in India and fioin 3 annas to Re. 1 in Burma. 
Mr Westland, the Finance Member, did not expect any curtail¬ 
ment of consumption by the increase ot duty. Objection was 
laised in the flegislative Council against the sudden increase of 
the salt tax by executive order, and Westland pertinently replied 
that it is always advisable, in the case of the imposition of new 
tariff duties, that the new measures should be taken suddenly 
and at once, so that all peisons may, as far as possible, be placed 
upon a piecisely equal footing 2 In 1888-9 there was a diminution 
in the quantity of salt on which duty was paid, but in the 
following year consumption increased. 


§5. Currency Difficulties 

In the early nineties there was a sudden fall of the rupee 
exchange. The finances of the Government of India again became 
dislocated and deficits were piled up, year after year. For some 
time, the Sherman Act of the United States, which required the 

' Legislative Council Proceedings, 4 January 1886 
* Legislative Council Proceedings, 27 January 1888. 



FINANCE AND PUBLIC WORKS UNDER FALLING EXCHANGE 245 

Government of that country to purchase annually 54 million 
ounces of silver, prevented a rapid fall in the price of silver; 
but in 1892, when that Government decided to repeal the Sherman 
Act, the bottom dropped out of the silver market and there was a 
sudden slump. The exchange value of the rupee also fell 

The results of the fall in the exchange, both on public and on. 
private finances, were disastrous. In 1892-3, a surplus was antici¬ 
pated, but a fall of one penny in the exchange rate brought about 
a deficit of Rs. 1-6 crores. Sir David Barbour, Finance Member, 
said in 1893 : ‘ Our financial position for the coming year is at 
the mercy of exchange and of those who have it in their power 
to affect in any way the [nice of silver. Tf we budget for the 
present deficit of Rx 1,595,I0()‘ and exchange uses one penny 
we shall have a surplus; if it falls a penny we shall have a deficit 
of more than 3 cioves; if we impose taxation to the extent of 
1] croies, a turn of the wheel may require us to impose further 
taxation of not less magnitude; another turn and we may find that 
no taxation at all was requned.' 2 It was not budgeting, but 
gambling. 

The fall in exchange meant additional taxation and such taxa¬ 
tion was not distributed equitably Nay, all taxation became 
inequitable in such circumstances. Those who paid land revenue 
under the permanent settlement were let off lightly, while those 
whose land had been lately resettled had to bear a much larger 
burden. The debtor-creditor problem also became more compli¬ 
cated, and a redistribution of wealth took place 

The fall of exchange also greatly checked the investment of 
British capital in India. The capitalist abroad would expect to 
have a reasonable dividend on his investments in India, but w T ith 
a falling rupee the gold value of the dividend was bound to fall. 
This was one of the causes of the slow progress of railway con¬ 
struction during the period 

Not only investors in Indian securities, hut all the Europeans 
who received their income in rupees lost by the falling exchange. 
That part of their earnings which salaried persons in India remit¬ 
ted to their families in Fmgland contracted in value 

The Government of India had long been aware of these evils. 
Proposals for the adoption of a gold standard w r ere made as early 
as 1864 by General Mansfield and they were supported by two 
Finance Members, Massey and Temple, and by the European 
Chambers of Commerce in the country. But the Government were 
feeling their way and were afraid that the hasty adoption of the 
gold standard would be a leap in the dark. After the rupee 
exchange began to fall, the Government of India became more 
convinced of the need for a gold standard in some form. In 1878, 
the Government proposed the adoption of a gold standard, ‘ with 


1 Rx. = Rs, 10. 


Financial Statement (1893), p 15. 
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silver coinage as the principal element in our currency and with a 
very limited gold coinage or without a legal tender gold coinage at 
all In fact, this was the precursor of the gold exchange stan¬ 
dard. But this proposal was turned down by the Home Govern¬ 
ment. The idea of international bimetallism was then gaining 
ground and between 1867 and 1890 four international monetary 
Conferences were held for solving the currency problem. After 
1880, the Government of India gave full support to international 
bimetallism and hoped that it w T ould rehabilitate silver in the 
currency system of the world; but, one after another, the confer¬ 
ences broke up without any settlement. 

The position became much worse after 1890, and the Govern¬ 
ment of India had to take urgent action to remedy the situation. 
The Government proposed to the Secretary of State that the Indian 
mints should be closed to the free coinage of silver as a preparation 
for the adoption of a gold standard. The result was the appoint¬ 
ment of the Herschell Committee in 1892. Lord Herschell had 
behind him the experience of the Gold and Silver Commission 
of 1888, of which he was President. Among the members were 
General B Strachey, w'ho had an intimate knowledge of the 
finances of India, and Sir Thomas Farrar, who had served on the 
Cold and Silver Commission of 1888 The Government of India 
placed before the Committee an able memorandum based on the 
views of Sir David Barbour. 1 The principal suggestion of the 
Government was the stopping of the free coinage of silver, to be 
followed, after an interval, by the opening of the mints to the free 
coinage of gold, the interval to be utilized in studying the effect of 
the closing of the mints on the value of the rupee. 2 The Com¬ 
mittee accepted this suggestion It was clear to them that bimetal¬ 
lism was out of the question; yet the complete demonetization of 
silver and the establishment of a gold standard did not seem 
advisable as an immediate step. In the result, the Committee 
recommended the closing of the mints and the continuance of the 
rupee as unlimited legal tender. 3 The Government accepted this 
recommendation, and in the same year amended the Coinage Act 
of 1870 and the Indian Paper Currency Act of 1882, in such a 
manner as to provide for the immediate closing of the Indian mints 
to the free coinage of silver At the same time, it was notified 
(V) that rupees would be given in exchange for gold coin and bullion 
presented at the Indian mints at the rate of 1,9. 4 d to the rupee, 
(2) that sovereigns and half-sovereigns would be received m pay¬ 
ment of public dues, and (3) that currency notes would be issued 
from the Paper Currency Office in exchange for gold coin or 
bullion. For the time being, the goal aimed at was the gold 


1 Barbour was Member of the Royal Commission on Gold and Silver (1886) 

In 1888, be became Finance Member. 

3 J 0. Coyajee, The Indian Currency System, p. 79 
• Herschell Committee Report (1893), p 51, 
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standard in some form, but various circumstances, as we shall 
presently see, led to the evolution of what came to be called ‘ the 
Gold Exchange Standard ’. 

§6. Customs Duties Again 

However, the closing of the mints did not immediately improve 
the finances of the Government. In 1894, the Government were 
faced with a deficit of Es crores. The Herschell Committee 
recognized the need for fresh taxation in order to make up for the 
loss by exchange. ‘ Of all the suggested methods of adding to the 
revenue it said, ‘ the reimposition of import duties would, accord¬ 
ing to the evidence before us, excite the least opposition; indeed, it 
is said that it would even be popular’, 1 The Government there¬ 
fore proposed to impose a general tariff at the rate of 5 per cent 
on all imports, but the Secretary of State struck off cotton yarn and 
cotton fabrics from the list, although six members of the India 
Council, including Sir A. Arbuthnot and Sir A 0 Lyall, dissented 
In the Imperial Legislative Council also, several non-officials, both 
Europeans and Indians, stoutly opposed the nieasme. The new 
duties brought in only Es 11 lakhs. 

The financial stringency continued in spite of the additional 
taxation and the Government of Tndia wanted to go further. The 
Secretary of State insisted that, if cotton yarns and piecegoods were 
to be included in the tariff, their inclusion must be accompanied 
by a counteivailmg excise duty on cotton goods made within the 
the country 3 As the Goieinment of India were in urgent 
need of additional funds, thev agreed to an excise dutv on 
cotton yarn made m Indian mills. Thus in 1895, import duties 
were imposed at the rate of 5 per cent on all cotton piecegoods 
and cotton yarn (above 20’s) and along with that, a fU per cent, 
excise duty was imposed. There was stout opposition to the excise 
duty in the Imperial Legislative Council. It was admitted by 
the Finance Member, Mr Westland, that ‘of the cotton manu¬ 
factures of India, quite 94 per cent, is absolutely outside the 
range of any competition with Manchester, being the coarser 
quality of goods (24’s and under) winch Manchester cannot pretend 
to supply so cheaply as India’; and ‘ Manchester has an absolute 
monopoly to the finer qualities of goods’; 3 and that of goods of 
the counts 26 and over, India can produce them under difficulties 
and in small quantities.” Therefore only 6 per cent, of the Indian 
mill products were able to compete with Manchester goods and 
the excise duty raised a storm of protest not only in India but in 
England. The newly established National Congress found this a 

* Herschell Committee Report (1893), par 39. 

J Dispatch to Tndia dated 31st May 1894 

* Parliamentary Paper C. 7602 of 1896, pp. 11-12 

4 See Legislative Council Proceedings, 1895 (passim). 
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fit subject for its annual resolutions. The revenue from the cotton 
duties was about Pa. 3 crores. 

On further representation from the Manchester manufacturers 
in 1806, the import duty was lowered to 3J per cent, and the 
duty was made leviable on all counts. In the same year, the 
countervailing excise duty was extended to cotton goods of all 
counts manufactured in Indian nulls. This change was carried 
out at a sacrifice of Rs. 51 lakhs of revenue in a year of famine 
and deficit. 

From 1890, bounty-fed sugar from Austria and Germany 
invaded the Indian market, and to check those imports, the Tariff 
Act of 1902 imposed a countervailing duty on imported sugar, but 
it was subsequently abolished. 

§7. The Gold Exchange Standard 

Although the mints woie closed in 1893 to the free coinage 
of silver, nothing was done to make gold com legal tender. It 
was expected that the closing of the mints would force up the 
exchange value of the rupee and that a rising exchange would 
eniomage the import of foreign capital into the country. This 
expectation was not immediately fulfilled. The repeal of the 
Sherman Act m the United States, coming soon after the closing 
of the Indian mints, depressed the gold price of silver, and silver 
bullion poured into the country. The rate of exchange therefore 
declined to about Is. Id. m 1894-5 But soon the tide turned 
and by 1897 the exchange rate rose to Is 3d and to Is. 3|d 
in 1898, although in the meantime, the bullion value of the rupee 
had fallen to lOd 1 This was a great convenience to the Govern¬ 
ment in regard to its sterling remittances, but the commercial 
community was hit by the closing of the mints and the temporary 
suspension of the sale of Council Bills. A great monetary strin¬ 
gency developed and discount rates I’ose to high levels. The 
Government therefore felt the necessity for a final settlement in 
regard to the currency system of the country With this aim in 
view, the Fowler Committee was appointed in 1898. 

The deliberations of the Fowler Committee attracted much 
attention Well-known economists like Professor Marshall and Sir 
Robert Giffen gave evidence before it. and the schemes submitted 
by Lindsay, Probyn, Raphael and Lanvin were remarkable for 
their originality and insight. 2 The schemes of Lindsay and Probyn 
contain the first clear exposition of the gold exchange standard 
system which was eventually adopted in the country. 

The Government of India had already given up its faith in 
international bimetallism and had become convinced that some kind 

1 Barbour, The Standard of Value, pp 207-8 

* Lindsay was Deputy Secretary and Treasurer of the Bank of ^Bengal and 
Probyn was a retired Accountant-General of Madras, 
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of gold standard was inevitable. Sir David Barbour, a member 
of the Fowler Committee, was long a keen supporter of international 
bimetallism and his successor as Finance Member, Sir James 
Westland was formerly an indent advocate of the silver standard. 
But both of them accepted the fait accompli The (fo\ernmenl 
stoutly opposed those who suggested the reopening of the 
mints. ‘In our opinion’, they said, ‘the silver standard is now 
a question of the past It is a case of vrstn/ia nulla retrorsum 
The only question before us is how best to attain the gold 
standiud? ’ But the gold standard they favoured was not the full- 
fledged gold standard, but a modified one ll was a gold standard 
so far as foieign dealings were concerned and not in regard to 
internal currency. 

The Committee agreed that the mints should not be opened 
to the free coinage of silver It also lecommended that India 
should ha\e a gold standard but a gold currency was only to be 
attained by successive stages, ‘ as there was little or no likelihood, 
even according to the most sanguine view, that fora long time 
to come, gold coins, even if declaied legal tender forthwith, would 
find their way to any great extent into general circulation ’ 1 
However, it recommended that the Indian mints should be opened 
to the free coinage of gold. The late of exchange of the rupee 
was to be fixed at Is 4d Not (he least important of the Com¬ 
mittee’s recommendations was that the piofits made by the coinage 
of new rupees should be used to toim a gold fund, in older that 
the convei tibility of inpees into sovereigns might be secured. 

Most of the above lecommendations weie soon put into effect 
Free coinage of silvei was finally abandoned and gold coins weie 
made legal tendei by the Indian Coinage and Paper Currency 
Act of 1899 The soveieign and the half-sovereign were made 
legal tendei foi Rs 15 and Rs 7.] lespectively, but the efforts to 
coin gold in India and to put gold into calculation were unsuccessful. 
The gold coins put into circulation soon found their way to the 
treasuries But the coinage of silver was pushed on effectively 
and a large gold standard reserve was built up. 2 

Thus the rupee was stabilized at l. 1 ! 4d. The system of a gold 
exchange standard which thus developed was subsequently copied 
by several foreign countries. 


§8. Improvement of Finances 

With the stabilization ot exchange, a period of financial pros¬ 
perity dawned for India In spite of the famines of 1896-7 and 
1899-1900, which cost the Government Rs 7 crores and Rs. 9 
crores respectively, by way of direct relief, the years 1898-9 to 

1 Fowler Committee Report (1898), par. 60 

* >T. C Coyagee, Indian Currency System, pp 125-32, also Cambridge History 
of India, vol VI, pp 323-5, 
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1901-2 showed appreciable surpluses and this improved state of 
affairs continued for some years. 


Year 

Revenue 

Expenditure 

Surplus 
or Deficit 


Rs ((Tores) 

Rs (crores) 

Rs. (crores) 

1807-8 

96 4 

101 8 

-5 4 

1808-9 

101 4 

97-5 

+3-9 

1809-1900 

102-9 

98 8 

+4-1 

1000-1 

112 8 

110-4 

+2 4 

1901-2 

114 4 

107 1 

+7 3 

1902-3 

116 1 

111 4 

+4-7 

1903-4 

125-5 

121 0 

+ 4 5 

1004-5 

127 2 

121 9 

+5-3 


The reduction of expenditure in the years 1899-1900 to 1902-3 
was also due to a large saving in military chargee, resulting 
from the withdrawal of Indian troops from South Africa and 
China. 

Owing to the improvement in the finances, it was possible for 
the Government to give liberal remissions of taxation. In 1903-4, 
the salt tax was reduced from Rs 2.V to Rs. 2 per maund, and the 
taxable minimum under income-tax was raised to Rs 1,000 per 
annum. In tins way revenue amounting to 11s. 1-8 crores was 
sin tendered In addition, the Government also remitted two crores 
ol arrears of land revenue owing to famine, and made large grants 
to the provincial Governments for education, public works, and 
medical aid. In spite of these liberal remissions and grants, there 
vvcie considerable surpluses in those years, and in J905-6, the salt 
tax was fmther reduced to Rs 1| per maund, the famine cesses 
imposed in 1877-8 were iemitted, and larger grants were made 
to provincial Governments for education, police and agricultural 
improvements 


§9 Progress of Public Works, 1886-1901 

Tiuihcays 

Although the Parliamentary Committee of 1884 recommended 
larger bonowings for public works and the Secretary of State 
raised the limit to Rs. crores annually, the continued fall of 
(he rupee exchange and the increased outlay on military equipment 
upset that programme. A large proportion of the allotment was 
used for the construction of strategic railways on the North-West 
Frontier. It was also decided in 1884 that the programmes of 
nulway expenditure must be drawn up beforehand for a number 
of years The first triennial programme was for borrowing Rs. 3J 
crores annually. A second programme for the same annual outlay 
was drawn up in 1889 and to this was added the available grant 
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from the famine insurance fund. 1 In 1895-6 another programme 
was drawn up for 29-66 crores, but it had to be curtailed owing 
to famine and the frontier expedition. The programme of 1899-1900 
was for Rs. 22-33 crores. This forecast had to be modified, as 
there was a growing need for capital expenditure on open lines. 
An inquiry into the railways was carried out by Mr T. Robertson 
in 1901-3. 

The following table indicates the financial results up to 1901 : 



Total 

Mileage 

Total 

Outlay 

Gross 

Earnings 

Working 

expenses 

Expenses 
as percentage 
of gross 
earnings 

i 

Gain 
or loss 

1 

1861 ... 

1,687 

(crores) 

34 

(lakhs) 

99 

(lakhs) 

68 

59 

(lakhs) 

1871 ... 

6,072 

90 

6,59 

3,68 

56 


1881 ... 

9,890 

1,41 

14,32 


49 

-39 

1891 ... 

17,308 

2,21 

24,04 

11,30 

47 

-2 

1901 ... 

25,363 

3,39 

33,60 

15,72 

47 

4-1,15 


Until 1900, the financial results of Indian railways were rather 
poor. This was partly due to heavy expenditure on strategic lines 
and the slow progress of railway tiaffic; but we have to remember 
that in the calculation of the net gains were included the 
payment made in the form of terminable annuities to the 
guaranteed companies whose lines were purchased by the Govern¬ 
ment, and this was not a necessary eliaige on the income of the 
other railways. In any case, railways became a very profitable 
asset after 1900 and contributed substantially to the general 
revenues. 

Irrigation Works 

The outlay on irrigation works was even more parsimonious, 
in spite of the excellent financial results obtained from the older 
works. Till 1893, a fixed annual allotment of Rs. 55 lakhs was 
made for capital works, but in that year, it was increased to 
Rs 75 lakhs (except in famine years), and in 1899-1900 to 85 lakhs. 

It was perhaps in the Punjab that the forward irrigation policy 
was most fully put into effect. The Lower Chenab Canal, 
which was originally intended as an inundation canal, was 
eventually turned into a perennial one and its banks, hitherto a 
waste, were turned into a flourishing colony by 1891, with large 
towns like Lyallpur and extensive wheat lands laid out in the 
most scientific manner. 

From 1885-6, a growing Bhare of the famine grant was used for railways 
under revenue account For the 15 years from 1881-2, Rs 3 21 crores were thus 
used. During the same period, Rs 6 crores were spent from that grant for railways 
coming under Famine Relief and Insurance. See Famine Commission Report (1898), 
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A word raaj said here about the financial classification of 
irrigation works at the time under survey. It included all canals 
for irrigation and navigation and was divided into two main 
classes—‘ major works ’ and ‘ minor works Major works includ¬ 
ed ‘ productive ’ and ‘ protective ’ works. Most of the major works 
in northern India vveie river w'orks or canals, but in Madras and 
Bombay Deccan, there weie also purely storage works and some 
canals (like Peril ar) with which huge storage works were combined. 
The distinction betw’een ‘ productive ’ and 1 protective ’ works 
ceased to have any meaning. Some works classed as ‘ productive ’ 
later became a burden on revenue, and others (e.g. Swat River 
Canal) which were first classed as ‘ protective ’ eventually became 
highly remunerative 1 ’Minor works were not necessarily of small 
importance. Some of them were of large size and were highly remu¬ 
nerative. A great many of the minor woiks were of pre-British 
origin but nnpioved by the Government, and others were con¬ 
structed piecemeal. The chief difference between these classes of 
works was that the ‘ pioductive ’ woiks were financed by loans, 
‘ protective ’ works from the famine insurance grant and ‘ minor ’ 
works from current revenue Up to the total capital outlay 

on all these works came to Rs 4.') crores, and the area irrigated was 
about 14 million acres The Iiligation Commission of 1902 passed 
in review the whole progiess and estimated the financial and other 
lesults 

In 1900-1 the areas irrigated in the various provinces were 
as follows : 


Provinee 

1 

j Major woiks 
(productive and 
j protective) 

Minor woiks 
for wliuli 
idpital accounts 
aie kept 

] 

Other 

1 minor 
woiks 

Total 


Aires 

Acres 

Acres 

Acres 

Punjab 

46,42,S52 

0,02,189 

7,07,525 

59,62,566 

Sind 

9,01,434 

8,82.956 1 

12,97,368 

32,66,152 

Rom bay 

84,472 

39,922 ) 

i 



Madras 

29,15,271 

5.11,603 

31,73,250 

66,00,124 

Bengal 

7,16,271 

! 

28,619 

7,44,890 

United Provinces 

18,88,091 

1,13,793 


20,01,884 

Burma 

... 


6,76,930 

5,76,936 

■ 


Repoit of the Indtan Irrigation Commntnon (1902-3), p. 75 
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In the following table ate given the financial results attained 
on the Major Works during the year 1000-01.’ 





Peiecntage 

Average 

per acre 

Piovince 

Number of 
works 

Capital 

outlay 

of net 
revenue on 
capital 
outlay 

Value of 
crops 

Revenue 

assessed 



(Lakhs) 






Kb 


Rs 

Rs 

Punjab 

7 

10,73 0 

10 o 

27 5 

3 4 

Sold 

5 

1,70 3 

7 7 

15 6 

1 9 

Bombay 

9 

1 ,K7 O 

1 2 

77 2 

4 H 

Madras 

0 

7,20 « 

H 5 

36 1 

4 1 

Bengal 

United Provinces 

3 

(5,16 8 

0 8 

34 4 

1 0 

6 

8,77 1 

73 __ 

39 2 

1 3 

Total 

3!) 

36,63 7 

7 1 

31 6 

3 4 


Report of the Irrigation Commission (1901-03), \ol 1, p 21 





CHAPTER XX 


PROVINCIAL FINANCE, 188:3-1004 
§1. The Quinquennial Contracts 

FnoM 1883 down to 1904, the financial relations between the 
Government ot India and the provincial Governments were 
legulated by five-year ' contracts These contiacts were based 
upon certain definite principles. The cential Government retained 
in its hands ceitain administrative services winch it was inex¬ 
pedient to hand over to provincial Governments. It also reserved 
the revenues 1’ioin these services, supplemented by such shares 
ot otliei public levenues as were adequate to meet the expenditure 
tailing on it To the piovmcial Governments weie handed over 
the teiriaiinng administrative seivices, to be managed with an 
assured income sufficient lot the noimal expenditure. But this 
income came not in the shape ot fixed assignments (as in Mayo’s 
system), but as a definite sliaie ot the levenues which those 
Governments collected Being a share of revenue, tlicie was 
a chance of its expanding with the increasing needs of 
administration. 1 

The quinquennial revision of contiacts was the central feature 
of the whole system. Eveiy five yeais the levenue and expenditiue 
of the vanous piovinces were examined m detail, and the agree¬ 
ments weie revised with a view, mainly, to ensuung to the 
Impenal Government a proper share of any improvement in the 
revenues. Fixed piopoitions of the vanous heads of levenue were 
assigned to the provincial Governments on the principle of 
establishing a general equilibrium, and the necessary adjustments 
were effected by additions to, ot subtractions from, the normal 
proportion of 25 per cent of land revenue assigned to the provinces. 

The generous spnit which chaiacteuzed the provincial contracts 
of 1882-3 was largely modified owing to the adverse financial 
circumstances of the country on the eve of the revision of the 
provincial contracts m 188(3-7. The fear of the Russian advance in 
Central Asia increased military expenditure, as mentioned above. 
The war in Buima, and the continued fall in exchange added 
greatly to the Government’s embarrassments. These circumstances 
forced the Government of India to revise the provincial contracts 
in a manner advantageous to itself. It u’as decided to take a 
larger share of the divided revenues for the central treasury. In 
a lengthy digression in the course of Ins financial statement for 

1 Decentralization Commission, Minutes of Evidence, vol. VIII, pp. 122-3 [Mr 
J. 3 (later Lord) Meston’s evidence]; also vol. I, p, 33. 
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1887-8, Sir Auckland Colvin reminded the provincial (lovernments 
that the decentralization measure of 1870 was meant chiefly for 
the relief of the central exchequer at a tune of financial stringency. 
A sinuhar financial stringency had now arisen and a modification 
of the provincial contracts was necessary loi the leliel of the 
central Government. ‘ The interests of the local Governments in 
matters of finance are second to those of the supreme Government, 
upon which resjts the sole responsibility for the maintenance of 
the financial credit of India.’ 1 An examination of the piovincial 
arrangements of the past showed him th.it at no time had the 
Government of India contemplated lelaxing its control ovci the 
revenues when the periodical settlements came lound 

Accordingly, Colvin enumerated foui piopositions m connexion 
with the revision of contracts in 1889; viz (1) that the amount 
of the funds assigned to piovincial Governments need not exceed, 
or equal, the amount of the expenditme assigned at the time when 
the contracts were made and provincial Governments would be 
expected to piovide from their own lesources the ditfeience 
between the assigned revenue and expenditure; (9) that the giowth 
of provincial expenditure dining the term of a contiacl must be 
met from the giowth of provincial levemie. except m <-;i scs wheie 
tonsuleiable exjienditure was undeitaken by piovincial Govern¬ 
ments to meet the wishes ot the Government of India and to cairy 
into execution projects piessed upon it by that Government; (3) 
that the Imperial Government leseived its claim, at the expiry 
of a term of contract, to such share as the circumstances of the 
time might make neiessaiv in the me tease of levenues which had 
accrued to the province dining the term ot the contiact; and (4) 
that the power of enforcing induction, on the occasion of a new 
contract, of the assignments ot levemie made at the pievious 
contract, was a condition implied in the system of piovincial 
contracts and was uniformly acted on 2 

Having decided to ievi.se the piovincial contiacts on the basis 
of the above propositions, the Government of India appointed a 
Finance Committee to liiqune into the state of the finances of 
the different provincial Governments. An exhaustive inquiry was 
made by that Committee and suggestions were given for framing 
the new agreements 1 It also dievv up the piobable levenue and 
expenditure of each pio\nice under the new contiacts. It was 
calculated that the provincial Governments would have a surplus 
of £640,100. The Government of India decided to take over this 
surplus and to add it to its own revenue. 

In 1887 contracts on this basis were entered into with all 
the provinces except Buiiua and Bengal. The piovincial Govern¬ 
ments were to receive three-fourtlis of the increase in stamp 

1 Financial Statement (1887-8), p. 11 ’ Op cit , pp 11-12 

* The members of the Committee were Sir Charles Elliot, Sir William Hunter, 
Justice M. G. Eanade and Justice Cunningham. 
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revenue and one-fourth of that m excise. The expenditure under 
those heads also was to be divided in the same proportions. A 
fouith of the tiihue increase under land icvenue was to go to 
Bengal, Madias, Bombay and the Noith-Westein Provinces. In 
this way, the pmpoition of the land icvenue assigned to the different 
provincial (Jo-, einments continued to vaiy While Bombay 
received 00 per cent , Assam (rJ jier cent, and the Cential Provinces 
49 pei cent . Madias was given only 29 per cent., the North- 
Western Provinces 2o pei cent, and Bengal 02 pei cent. Most 
piovinces weie left with levemies just enough to meet f.licir needs 
at the time, and it was undeistood that a similar she.uuig would 
be carried out at every revision ol the contiact 

The following table shows the condition of the piovincial 
finances dm mg the peuod of the contiact of I8S7 


Piovinre 

1S87-S 

Annual mi 

1888-0 

ijilnses anil 

1880 00 

drill lls 

1800-1 

1891-2 


I 

Es 1 

Es 

1 

Es 

Es 

Es 

Madras 

+1,05,371 , 

+ 1,13,0,32 j 

+ 1,11,571 

- 1,30,7130 

-2,11,770 

13oml>a\ 

-'21,571 

+ 18,1322 

+ 11,301 

“ l,‘2i},887 

-53 189 

Bengal 

+ 1,. 3+007 ' 

— <>>,702 

+ 1.02,517 

-1,20,377 1 

- 11,034 

North Western l'rovim es 
and Oudh .. 

- Vl.llOU : 

+ 15,'.) 10 

+ 1,02,710 

-12,511 

-4,391) 

Central Pi ovi lines 

+ 13,118 1 

+22,58,3 

- 12,322 

— 31,57 J 

+ 17,510 

Punjab 

+ 12,4+) 

+ 32,1-12 

+ 20,201 

+ 31 307 

- 1,710 

Assam 

+ 7 751 

+ 20,313 

+ 20,000 

- 17,871 

+31,185 

Burma 

+ 77,028 

+ 11,500 

j +04,072 

+ 1,0(5,210 

i +^0,508 

, 


In spite of the illiberal chaiactei of the contiacts, the financial 
position ol the piovincial Governments did not glow worse; on 
the other hand, it was the cential Government's finances that fell 
into a woise state owing to exchange difficulties and the Buimese 
Wai. The Government weie therefoic fenced to raise additional 
taxation. The contiast between the growing piospenty of the 
piovincial Governments and the glowing jx/vcity of the cential 
Government shuck the Kccretaiy of State, and lie pioposed to the 
Government of India that means must be found for making the 
piovincial Governments share in the financial responsibilities of 
the Empite The Government ol India consideied for some time 
the feasibility of terminating the contiacts of 1K87, but did not 
consider it expedient, to take such a step, as a great deal of 
opposition was expected from the provincial Governments. Even¬ 
tually, however, it was decided to levy a contribution, amounting 
to a total of Ks 1 4 lakhs, from all the provincial Governments 
except that of the Punjab 1 When the central finances improved 
in the following year, the provincial Governments, especially 


1 Financial Statement, 1889-90. 
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Bengal, strongly urged, though in vain, the return of the ‘ enforced 
benevolences V 

§2. Revision of Contracts in 1803 and 1806 

The revision of 1892 coincided with another financial stnngency 
resulting from the worsening of the rupee exchange, and therefore 
the policy enunciated in 1887 was enfoiced with vigour on this 
occasion also. The provincial revenues had increased by Rs. 2 
crores in the meantime, and it was decided to resume a fouith 
of the amount. The piovincial (iovernments protested, but the 
Government of India pointed out that the only other alternative, 
namely, the imposition ot finthei taxation, was inexpedient, and 
stuck to their guns. That the resumption ot provincial revenues 
was not earned out in an equitable m.inner is cleat trotii the 
following statement which gives the total increase of revenue in 
the different provinces and the amounts resumed 

Inuease of revenue in 1 

1891-2 (revised estimate); Amount reamed by 
l’rovinoe < ompared with the esti-' the Government of 

mate foi the contiacL of India 

18H7-S to 1691-2 



Rs. 

Rs 

Madias 

3,13,200 

1,03,800 

Bombay 

3,99,200 

1,31,100 

Bengal 

5,17,700 

51,900 

N -W Provinces aud Oudh 

; 53,300 

6b,900 

Punjab 

1,95,400 

41,000 

Central Provinces . . . 

1.19,200 

22,700 

Assam 

99,800 


Lower Burma 

3,31,900 

58,900 


It will be seen from the above that while Bengal, which 
had an increase of over Rs. 5 lakhs, contributed only Rs 51,900, 
Madras with an increase of 3 laklis had to contribute one 
lakh. 

The collapse of the rupee in 1892 dislocated the central finances 
once again and the Government called upon the provinces to make 
contributions for relieving the central exchequer. There was again 
the usual protest, followed by the usual reply that fiesh taxation 
was inexpedient/ A total contribution ot Rs. 40£ lakhs was 
received, but as the finances soon showed an improvement, the 
Government of India was able to repay it. 

The financial transactions of the period proved unfavourable to 

1 Legislative Council Proceedings, 1890. 

3 Financial Statement, 1894-5. 
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the provincial Governments and the state of their finances gave 
cause for increased anxiety. 


Province 

Annual surpluses oi deficits 

1892-3 

1893-4 

1891-5 

18H5-G 

i 

1896-7 

Madras 

-1,50,081 

+33,630 

+92,328 

+ 44,118 

-2,00,579 

Bombay 

-‘23,888 

+ 19,413 

-102,472 

+ 1,00,090 

-2,21,119 

Bengal 

-9,826 

+ 30,887 

+ 1,09,790 

+ 1,49,808 

-1,80,558 

N -W Provinces and 






Oudli 

-16,752 

-25,155 

-1,65,987 

-1,39,798 

-1,64,740 

Punjab 

-1,06,05(1 

-22,099 

— 24,811^1 

-7,150 

-64,073 

Central Piovinces 

-21,798 

-00,772 

-1,05,108 

+ 19,053 

-37,408 

Assam 

+9,330 

+28,532 

-27,122 

+ 30,507 

-25,421 

Burma 

+ 06,042 

-90,653 

-2,72,319 

+ 2,20,505 

+ 780 


The temble famine of 1896 reduced the levenue and increased 
the expendituie ol all the provinces. The Governments of the 
North-VVestein Provinces and the C'entul Provinces were brought 
to the veige of bankiuptcy and this necessitated laige contributions 
lroru the Government of India. 

When the contiacts weie levised in 1897, irrigation was pro¬ 
vincialized in Madias, Bengal and the Noith-Western Provinces. 
The Governments of Buima, the Central Piovinces and the Punjab 
were leniently dealt with, on account of the heavy burdens thrown 
on them by the famine. The central exchequer secured no 
financial benefit from the transaction. 

§8. Criticism of the Provincial Contracts 

By this time, the whole system of piovinoial contracts had 
become unpopulai, not only with the pioiinual Governments which 
openly criticized the gieed of the central exchequer, but also with 
public bodies and leadeis of public opinion in the country, who 
lor the first time took an active part in a financial controversy. 

Tlie Government of India defended the system on various 
grounds. In strict constitutional law, the whole levenue of India 
was administered by the central Government and the recently 
instituted system of decentralized finance was an arrangement 
primarily for the convenience and advantage of that Government. 
The bulk of Indian revenue was spent dnectly by the Government 
of India. If theie was an increase in levenue, it must first benefit 
the taxpayer by remissions as well as by strengthening the central 
exchequer against crises. Pui flier the settlement of a permanent 
contract, according to Sir James Westland, ‘involves a dip into 
futurity, unwarranted by the long financial experience of the 
Government of India.’ Indian finance was liable to be endangered 
by famine, war, fall of exchange, failure of opium trade and a 
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good many other calamities and contingencies, and all this had 
lo be met primarily by the central Government. Nor did its 
responsibility end with the tiansfer of revenues to the provinces. 
The Government ot India was ultimately responsible for the 
solvency of all the provincial Governments. Whenever disastrous 
famine broke out in any province, the central Government was 
bound to help from its resources. All these involved a heavy 
financial responsibility, which could not be pioperly exercised 
without the reservation of some powei in its hands loi levismg 
settlements from time to time. 

These reasons, however, did not satisfy the provincial Govern¬ 
ments. They repeatedly told the central Government that the 
conditions imposed were unlan to them. They pointed out that 
while the revenues ot the countiy weie expanding, their own 
treasuries did not get an adequate shaie ot the muease toi purposes 
of focal mipiovements If they made economies and fostered 
the revenues, much of the lesulting advantage was leaped by 
the central Government. Theie could be no ceitamty in admini¬ 
stration so long as such a system prevailed ‘At eveiy revision’, 
said the witty JLieutenant-Governoi ot Bengal (8m Alexander 
Mackenzie), ‘the piovincial sheep was summarily thiown on its 
back close-clipped and shorn of its wool, and turned out to shiver 
till the fleece grew again.' 1 

Human nature being what it is, it is too much to expect 
people to economize, so long as the tiuits of that economy went 
to somebody else. This principle was seen best at woik in 
the system of quinquennial levisious. At first, luvmg little surplus 
lunds in their hands, provincial Governments would try to 
economize, and later on when the levenue increased they would 
be tempted to mcui tresh expenditure. In the last year ot the 
contract they would tiy to spend all they could, because resumption 
of balances was sure to take place at the levision Sir Alexandei 
Mackenzie effectively 2 smninanzed the noiiual history ot these 
contracts as consisting of ' two years ot sciewing and saving, 
and postponement of vvoiks, two yeais ot resumed energy on a 
normal scale; and one year of dissipation of balances ’. Besides, 
the revisions had an unsettling ell'ect, and gave rise to much 
bickering and heartburning/ They bioke the continuity of pro¬ 
vincial administration, which was specially injurious m the matter 
of public works. Every revision had a disturbing and dislocating 
effect, especially on the important department of public works, 
where continuity is most needed. They also demoiahzed the 
provincial Governments. As the Governor of Madras 1 (Sir Arthm 

1 Financial Statement for 1896-7 3 ibid 

1 For an open expression of these feelings, see Financial Statement for 1897-8, 
pp. 93-172. 

1 Discussion on Madias budget, 1896, quoted ip Expenditure Commission Report , 
voi. Ill, p. 257. 
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Havelock) said . ‘ when we are in wealth we try to hide our money 
and spend it recklessly lest the supreme Government should lay 
hands on it When we are poor we try to give undue emphasis to 
our poverty.’ It was equally demoralizing to the Government of 
India, because they were relieved of the consequences of their 
extravagance. 

Not only did the system embarrass the provincial Governments; 
it also put off urgently needed improvements. Sir David Barbour, 
giving evidence betoie the Indian Expenditure Commission, said : 

‘ I would lathei see the cential Government embarrassed than 
the provincial Governments starved.’ 

Further, the apportionment of revenues between the several 
piovinces was unfair and unequal Borne provinces were shorn 
more closely than others In those days, Madras and the North- 
Western Provinces bore the mam brunt of imperial taxation. 1 
This was due to the stereotyping of the inequalities that already 
existed before 1870. 

Nor w r as the above meiely the official view of those provinces. 
Public opinion keenly felt the injustice done to the piovmcial 
Governments. Although in the eyes of the people of India, both 
the central and piovmcial Governments were one and the same, 
they nevertheless were in a special mannet interested in the 
prosperity ol piovmcial finances, because while the central Govern¬ 
ment spent their large income mostly on subjects which concerned 
them only indirectly and remotely, the provincial Governments 
weie spending money for puiposes which directly and immediately 
contributed to the people’s welfare; and naturally these Governments 
appealed more to ttieir sympathy. 2 The Indian National Congress 
at its Calcutta session in 188G passed a resolution disapproving of 
the system of piovmcial contracts and urging that the provinces 
should be granted larger financial responsibility. When the Royal 
Commission on Indian expenditure’ was appointed in 1896, the 
various public bodies in Madras, Bombay and Bengal sent repre¬ 
sentations inter aha against the system of provincial finance then 
obtaining. Dadhabai Naoroji, M P , was a member of the Com¬ 
mission and four piominent Indians gave evidence before it, viz. 
G. K. Gokhale, B. N. Baneijea, G. Bubrahmanya Iyer, and D. E. 
Wacha lepiesenting, respectively, the Deccan Babha of Poona, 
the Indian Association of Bengal, the Madias Mahajana Sabha 
and tl le Bombay Piesidency Association. Their evidence carried 
much weight, especially in the mattei ot piovmcial finance. Mr 
Sayam (Bombay) and Mi Ananda Charlu (Madras) supported this 
view m the Impeiiai legislative Council. 


1 This was especially pointed out by Mr Gokbale, although he represented 
Bombay, a province that gamed by this policy. See Indian Expenditure Commis¬ 
sion Report, vol III, p 217 

J Gokhale, ibid , p. 215; see also p 259. 

Its president was Lord Welby, hence usually called ' Welby Commission ’. 
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The remedy favoured by the Indian leaders and provincial 
Governments was a clean division between central and provincial 
revenues on the basis of a suggestion put forward by the four 
members of the Finance Committee of 1887. What they sug¬ 
gested would have practically amounted to the system adopted m 
1919. They would divide all the revenues between the imperial 
and provincial Governments and do away with the divided heads 
The excess of imperial expenditure over imperial income should 
be met by provincial contributions. This must be the first charge 
on provincial revenues The provincial surplus should be the fund 
from which in the fiist place imperial necessities should be met 
before any increase could take place in provincial expenditure. 

The above recommendations were adopted by Sir William Wed- 
derburn and Dadhabai Naoroji in the minority report of the 
Indian Expenditure Commission They claimed that it would 
place Indian finances on a sound basis and bring it into line with 
the federal systems, and that it would remove the irritation between 
the central Government and the provinces, and enable provincial 
Governments to carry out progressive improvements in their 
internal administration It was also claimed that this would be 
a ‘ logical development ’ of the financial decentralization already 
effected However, this scheme had to wait for 20 years before 
it could materialize. 

§4. Improvement of Finaveial Relations, 1898-1903 

The periodical lesumptions of provincial balances to the central 
treasury was not due to anv inordinate greed on the part of the 
Government of India, hut was due to the financial embarrassments 
to which that Government was frequently liable on account of 
the fall of exchange, the unsteadiness of opium revenue and other 
causes. In 1893, the currenev was placed on a stable basis, and 
consequently the central Government had more leisure to consider 
the evils of the quinquennial contracts The Government of 
India, almost as much as the provincial Governments, recognized 
the need for greater certainty and stability in their financial 
arrangements with the provinces 1 "But the recurring financial 
stringency of the central Government prevented this from being 
carried out From 1898, thanks to the stabilized mpee and the 
growing demand for opium in China, the finances of the central 
Government greatly improved, and vear after vear the budget 
showed heavy surpluses This enabled the Government of India 
to make liberal remissions of land revenue, to abolish the pandhari 
tax, and to icduce the patwari rate in Apner. In spite of such 
liberal remissions, the Government of India was able to make 

1 The defects are openly admitted by Government in the Financial Statement 
for 1904-5, p. 66 See also Decentralization Commission Report, vol I; vol. VITI, 
p. 123, 
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generous grants to the provinces for education, public works, police 
reform and other purposes. These grants supplemented the pro¬ 
vincial resources and enabled the provincial Governments to 
balance their budgets The amount and distribution of these 
grants may be seen from the following table : 


Fiovinca 

1897-8 

18118-9 

1899-1900 

1900-1 

1901-2 

1902-3 

1903-4 


Its 

Rs 

Rs 

Rs 

Rs 

Re. 

t Rs 

Madras 


16,90,000 

3,19,000 


42,14,000 

17,00,000 

16,50,000 

Bombay 

12,18,000 

18,75,000 

34,37,000 

01,79,000 

1,10,50,000 

15,00,000 

19,50,000 

Bengal 


17,00,000 




16,00,000 

12,00,000 

N -\V, ProvinceF 








and Oudli 

10,27,000 

10,00,000 




13,00,000 

10,26,000 

Punjab 


5,00,000 

95,000 

5 98,000 

16,10,000 

12,00,000 

16,76,000 

Fpntial Provintes 

7,72,000 

5,00,000 

19,32,000 

34,15,000 

33,39,000 

6,00,000 

8,90,000 

Assam 

8,00,000 

18,00,000 



2,00,000 

5 30,000 

7,11,000 

Bmma ... 


, 



• 

4,00,000 

4,00,000 


A levision of the provincial contracts became due in 1902, but 
owing to the pie valence of abnormal conditions, the revision was 
put off, except in the case of Buima and the Punjab. 1 The 
settlement with Biuma had turned out unduly favourable to that 
province, and accordingly, m the contract of 1902, the provincial 
share of the land levenue was reduced from two-thirds to one- 
half and that of excise from one-half to one-third, and a few minor 
heads were added to the provincial revenue. The modification of 
the settlement with the Punjab was rendered necessary by the 
changes in territorial limits owing to the formation of the North- 
West Frontier Province in 1902. 

§5 Quasi-Permanent Contracts, 1904-5 

The evils of quinquennial revisions were admitted, and the 
revenues of the central Government having improved, the Govern¬ 
ment of India in 1904 entered into contracts on a more stable basis 
than before. Hencefoiward, contracts were to remain unaltered, 
‘ except in case of grave imperial necessity or when the variations 
from the initial relative standards of revenue and expenditure have 
over a substantial term of years been so great as to result in 
unfairness either to the province itself or to the Government of 
India ’. However, the central Government would not surrender 
its ultimate right to revise the terms; nor could they surrender that 
right, so long as they, and not the provincial Governments, were 
responsible to the British Parliament for Indian financial adminis¬ 
tration. The share of revenues assigned to the province was 
slightly lowered, but it w r as fixed as a definite fraction of the 


financial Statement for 1902-3, pars. 82-3, 
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aggregate revenues. The principle underlying this division of 
revenues was that the share assigned to each province separately 
and all the provinces collectively should bear approximately the 
same ratio to the provincial expenditure as the imperial share of 
growing revenues bore to imperial expenditure. It was found 
by calculation that the central Government’s expenditure was 
about three-fourths of the whole expenditure of India and therefore 
the revenue division was effected on that basis. However, all the 
provinces were not to have a uniform share of revenues. Progres¬ 
sive and well-developed provinces were to have a smaller fraction 
of the revenues while backward and ill-developed ones were to 
be given a greater sliaie Tims Madras, Bengal, Bombay and 
the North-Western Provinces (from 1902 called the United Pro¬ 
vinces or U.P.) were to have only a fourth of then revenue for 
provincial expenditure, while Bengal and Burma kept three-eighths 
and Assam and the Central Provinces one-half On the aggregate, 
the central Government thus kept three-fourths of the whole 
revenue of India in their hands. 

Thus the Government of India relaxed a definte part of its 
control, although they did not become the ‘ pensioner of the pro¬ 
vinces.’ The provincial Governments administered all their 
revenues as their own and handed over the appointed share to 
the central Government This share was practically in the nature 
of a contribution to the central treasury and was so regarded by 
the Government of India. 1 In strict constitutional law, the 
Government of India were still the unchallenged owners of all the 
revenues but this dr jure jiosition practically lost its sting by the 
reform of 1904. However, the new system was only initiated 
m 1904; the process had to wait for its completion till 1919. when 
a clean separation was made between central and provincial 
revenues. 

The division of the revenues into imperial, provincial and 
divided still remained; nor was there much difference in the items 
so classified; however, the ‘divided heads’ came to be more pro¬ 
vincialized, and the provincial Governments assumed responsibility 
in regard to all those heads of revenue actually administered bv 
them The central Government kept in its hands the control of 
all those revenues, the locale of which was no guide to their 
incidence, and others which accmed from the commercial or indus¬ 
trial enterprise of the Government Thus, it received the whole 
of the revenue accruing from opium, salt, customs, mint, railways, 
posts and telegraphs and tributes from Indian States, while the 
provincial Governments took all receipts from legislation and from 
the spending departments which they managed, such as police, 
education, law and justice and medical services. Receipts from 
minor irrigation works and from civil works other than imperial 


* See for example, Letter to Secretary of State, 22 November 1910, 
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buildings went wholly to the provinces, while those from the larger 
works were generally shared. 

Land-revenue, excise, stamps, income-tax and forests were 
divided heads in all the provinces but the division was effected 
in different piopoihons in the different provinces. Bombay, for 
instance, received one-half of the revenue under the heads of land- 
revenue, excise, income-tax, forests and stamps, whilst Madras 
and the United Provinces received only one-fourth of the revenue 
under the first four heads and one-half of the stamp revenue. 
Other provinces received the whole of the land revenue, on the 
ground that they were undeveloped. The following standard shares 
of revenue and expenditure were fixed in regard to divided heads 
as a whole : 

Imperial Provincial 

Bengal, U P , Bombay and Madras ... £ £ 

Punjab and Burma . £ § 

Assam and OP I & 

Generally speaking, expenditure went according as the item 
was imperial or provincial. The expenditure on all divided heads 
except land revenue was also borne in the same proportion as 
the revenue; but the expenditure on land revenue administration 
was to be met wholly by the provincial Governments. On them 
also fell wholly the charges for such scientific and minor depart¬ 
ments as they administered and the political charges in connexion 
with the Indian States under their control 

There was thus a heavy burden of expenditure on the provincial 
treasury, and it was generally in excess of the assigned revenues 
This difference was to he made up as before by a fixed assignment 
from the land-revenue Further, with a view to maintaining them 
before the revenues came in, the provinces were given considerable 
initial lump grants to start with Subsequently, when the central 
revenues improved, special grants were given, ear-marked for certain 
services like police reform, educational development and agri¬ 
cultural improvement These special grants, or 1 doles * as thev 
catne to be called in derision, became too frequent and had de¬ 
moralizing effects upon provincial finance It was one of the evils 
complained of by the Government of India, and the Decentraliza¬ 
tion Commission made suggestions to remedy this. 

The new system of provincial finance thus set up had beneficial 
results Its principal object was to give the local Governments a 
more independent position and a more substantial and enduring 
interest in the management of their resources than had previously 
been possible And certainly this object was to a great extent 
fulfilled by the changes initiated ‘ Local Governments! could 
count on continuity of financial policy and were able to reap the 
benefit of their own economies without being hurried into ill-con¬ 
sidered proposals in order to raise the apparent standard of 
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expenditure.’ 1 It also gave relief to the central Government, in¬ 
asmuch as it avoided their usual quinquennial controversies with 
the provincial Governments and smoothed their relations with 
them. On the whole it was a great advance on the old system, but 
there still remained certain causes for complaint, as we shall see 
in the sequel. 

Soon after the new system was adopted, some beneficial changes 
were also introduced in the method of sharing the expenditure for 
famine relief. Hitherto the liability for famine relief was pri¬ 
marily provincial, and the Government of India was not bound to 
help until the provincial resounes were exhausted. In 1907, a 
new system of famine insuiance was devised by which the pro¬ 
vincial Governments were greatly relieved. The Government of 
India were to place to the credit of each province exposed to 
famine a specific amount calculated roughly with reference to its 
estimated famine liabilities; and when famine actually broke out, 
the provincial Governments could straightway utilize those re¬ 
sources. Whatever sum was required over and above such resources 
was to be divided equally between the two Governments and 
not wholly debited to the provincial Governments as before. Again 
the central treasury would come to help even before the provincial 
balances came down to the proscribed minimum Subsequently 
the Government ot India also guaranteed in the case of certain 
provinces specially liable to famine that their receipts from land 
revenue should not fall below a fixed minimum. 

Risk of famine has been the greatest danger to the stability of 
provincial settlements Famine cnppled land revenue collections 
and upset all calculations of income and expenditure. It was 
necessary to make some radical arrangement to remedy this. 
Such was the intention of the fillther step taken in 1917 by which 
famine lelief expenditure was made a divided head The outlay 
was to be borne by the provincial and the cential Governments 
m the proportion of three to one, which coincided approximately 
with the actual incidence under the previous system. The new' 
policy simplified financial administration and on the whole was a 
great improvement on the old airangements. 


Joint Report (1918), p. 71 
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PROGRESS OF DECENTRALIZATION 
§] Constitutional Position 

Although in 1870, the Government of India transferred certain 
charges, and subsequently certain revenues, to the provincial 
Governments, the constitutional position of these Governments 
underwent little change from 1833 to 1919. This is clear from the 
fact that the Government of India Act (1915) repeats in Section 
45 (i) almost the same words as in the Act of 1833 . ‘ Every local 
Government’, so runs the clause, ‘shall obey-the orders of the 
Governor-Geneial in Council and keep him constantly and dili¬ 
gently informed of its proceedings and of all matters which ought 
m its opinion to be reported to him or as to which he requires 
infoimation and is under his superintendence, direction and control 
in all matters lelating to the government of its province.’ 1 It is 
I mo that the ordinary internal administration of the provinces was 
carried on by the provincial Governments, but over the whole of 
it the Government of India exerted an effective control. General 
adimmstiation covered a wide field, and the extent of control 
varied according to the nature of the subject. As the Imperial 
Gazetteer puts it, the Government of India ‘ lays down lines of 
general policy and tests their application from the administration 
reports which are as a mle submitted to it by the local Govern¬ 
ments ’. 2 Even in regard to depaitments which were legitimately 
provincial—agriculture, education, forests, irrigation, etc.—the 
central Government exercised control in a variety of ways. The 
Ohauman of the Royal Commission on Decentralization asked 
Herbert Risley (Home Reeretaiy to the Government of India) what 
exactly he meant by saying that the Government of India ‘ con- 
(rolled ’ archa'ology, internal politics and education; and Risley 
replied • ‘ It is open to the Government of India to intervene and 
pass orders on any question whatsoever, whether it falls within the 
statutory powers of a local Government or not.’ 3 

In 1902, Professor Reinsch, m his book on Colonial Government, 
stated that the Indian Empire was a vast federal state. That 
this was far from being the fact is clear, and no one who under¬ 
stood the legal position of the Indian provinces m 1902 would have 
made such an erroneous statement. The Government of India had 
full control over the activities of the provincial Governments. In 
fact the central Government was empowered ‘ by notification to 

1 5 and 6 George V, c. 61 1 Vol. IV, p. 17. 

* Commission Proceedings, vol, X, p 153, 
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declare, appoint or alter the boundaries of any of the provinces ’ 
(Section 60). Such a power is obviously the very negation of the 
federal principle. 

However, in administrative practice, some rough division of 
functions gradually arose between the central and provincial 
Governments. There were certain functions like defence and 
foreign relations which it was inexpedient to hand over to the 
provinces or even to share with them. There were others like 
currency and tariffs, in which uniform arrangements were con¬ 
venient to the whole country, although their provmciahzation would 
not have impended the safety of the State in any way But 
excluding these two groups of functions, there lay a wide field 
which the provinces, and only the provinces, could properly ad¬ 
minister; and of this category were the chief departments of 
internal administration We have to note here that this division 
was not based on any statute it simply evolved by convention to 
suit the convenience of the parties concerned. 

Thus the Government of India kept in their hands the entire 
defence of the country, which included the discipline and upkeep 
of the military establishments, the maintenance of diplomatic 
relations, and other matteis which were connected with defence 
and winch were legitimately witlun the spheie of the central 
Government. Of this category were also the public debt 
and the political relations with the puncipal feudatory states 
of India. In the inteiests of uniformity, accounts and audit¬ 
ing, tariffs, currency and the exchanges, posts and telegraphs, 
protective railways and nrigation works and territorial and poli¬ 
tical pensions came under the direct charge of the Government 
of India 

Ordinary internal administration was left to the provincial 
Governments. This covered a very extensive field, and comprised 
six general heads (corresponding to the supervising department of 
the central Government) 1 namely Home, Revenue, Political, 
Finance, Commerce, and Education Under the first head were 
included the Indian Civil Service, Law and Justice, and questions 
of general jiolicv In the second category came land-revenue, 
surveys, forests, excise, agriculture, veterinary, meteorology, 
famine relief, public works, and irrigation The provincial 
Governments looked after the smaller of the Indian States, although 
they were also undei the general supervision of the Political 
Department of the central Government. Under provincial manage¬ 
ment were also the various financial heads such as the pay, leave 
and pensions of services, opium, stamps, income-tax, and com¬ 
mercial subjects like export and import trade, factories, exhibitions, 
explosives, migration, fisheries, salt and excise. Further, the 
provinces had charge of education, local self-government, 


Baised to 8 in 1919, 
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sanitation, and similar subjects of local concern, and they also 
managed their own legislative councils. 

Indeed in theory, the control of the Government of India 
consisted in laying down the geneial policy and watching its 
application, but such watching involved a continuous supervision 
of provincial activities, and that meant control. There were 
vaiious checks on the {lowers of the provincial Governments; the 
most unpoitant of them were financial. Next came the legislative 
checks and administrative contrivances designed for ensuring a 
certain amount of uniformity throughout the country. 


§ 2 . Financial Powers of the Provinces 

By 1905, the provinces had secured substantial powers m 
finance Vaiious sources of revenue were handed over to their 
management, and the sums realized by them amounted to one- 
fourth of the whole revenue of India. Some of the revenue heads 
thus handed over were elastic and likely to expand with the needs 
of administration. The surpluses were no longer to be resumed 
by the central Government, and, therefore, the provinces could 
count on a reasonable continuity of policy. Thus the provincial 
Governments gained a more independent position and came to 
have a more substantial and enduring interest in the management 
of their resources Many of the older administrators thought that 
all the decentralization that was safe and necessary had been carried 
out Even before the quasi-permanent settlement was made, Sir 
John Straohey wrote that ‘ the provincial Governments had been 
freed from vexatious interference which weakened their authority 
and efficiency ’ 1 

In actual practice, however, the decentralization effected so far 
gave little real power to the provincial Governments. The 
principal means whereby the central Government kept its control 
over provincial finances was by the stringent budget rules. Not 
only did the budgets of the provincial Governments require the 
sanction of the Government of Tndia, but they were also liable 
to be modified; fuither, every new appointment of importance and 
every large addition to even minor establishments required the 
specific sanction of the Government of India, with the result that 
no new departure in administration could be undertaken without 
its previous sanction. Provincial Governments were not to create 
any new appointment carrying a pay of more than Rs. 250 a 
month, nor add to the pay and allowance of an officer already 
entertained if these exceeded Rs 250 a month. 2 Nor were they 
to abolish or reduce the emoluments of officers receiving salaries 
higher than Rs. 250. They were not to increase their permanent 
establishments involving additional expenditure of more than 


1 tndia (1898), p. 68 


8 Civil Account Code, Articles ‘383 and 76 (i). 
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Rs, 25,000 a year, even though the scheme might not contain 
any ap{x>mtment of sufficient magnitude to leqiure specific 
sanction. 1 The provincial Governments were expected to confine 
themselves to the carrying on of the services particularly entrusted 
to them and not to spend public money for anything outside the 
category of objects approved by the Government of India 3 

The budget control mentioned above was not merely a general 
supervision; it involved detailed interference The provincial 
budgets were, in those days, incorporated in the budget of the 
Government of India and were often modified by the central 
Finance Department. A minute examination of the various works, 
especially those under civil public works, was made by the cential 
Government.' 1 Further, there were coitam standing ordeis restrict¬ 
ing provincial freedom. A piovincial Government was not allowed 
to exhaust its balance m the imperial tieasuiv Until 1887, 
however, provinces had fuller freedom in this mattei Provincial 
Governments were also forbidden to budget for a deficit, that 
is, they weie allowed to spend only the funds covered by the 
current revenue. Reappiopriation was only allowed within eeitain 
limits; for instance, some part of the money gianted foi one 
major head, say police, might be used foi education. Even 
in Great Biitain such tiansfei of funds fiom one head to anothei 
needed a supplementaly vote of the House of Commons. Of 
course, this freedom of the provincial Governments was subject to 
the ‘implied engagement to keep all the departments of the 
province in full efficiency \ 4 

The piovmces weie also dependent ujxm the Government of 
India for account and auditing They had no sepaiate Finance 
departments. Their accounts were kept loi them by the civil 
accounts staff responsible to the impellal Finance Dejvaitment, 
and by the account officers under the Public Works Department 
of the central Government. The accounts weie then audited by 
the imperial Audit Staff and there was no review of the results by 
a Public Accounts Committee of the Degislatuie. In each major 
province there was an Accountant-General who was departmentally 
subordinate to the Comptroller and Auditoi-Gencial at Calcutta 
Deputy Auditors-General were penodicallv sent lound by him to 
inspect the piovincial offices and accounts. The Public Works 
Department also sent round its Accountant-General although less 
frequently. The Accountsnts-General stationed in the various pro¬ 
vinces had wide powers of bringing to notice all cases in winch 
provincial powers had been exceeded and of requiring that such 
expenditure should be disallowed if it had not been sanctioned by 
the proper authority. All these provisions weie perhaps necessary 

1 C.AC., Article 277 (4). 3 Resolution of 1877, Rule 4 (2) and Rule 11 

' Decentralization Commission Report, p 4. 

* Dispatch of the Secretary of State to the Government of Madras, 10 Decem¬ 
ber 1874. 
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to ensuie financial secunty, esjieually tn a country where the 
people did nut LUiiuul the Government. 

Two voluminous codes were in existence to guide the financial 
proceedings ot the various governments. The main provisions ot 
the Civil Account Code were laid down by tlie two special coin- 
nussioneis deputed hout Ihiiglaiid in Ib(i4 tot suggesting' improve¬ 
ments in the financiaJ machineiy ot India, but subsequently they 
vveie gieatly cnlaiged, and by 1905 the Civil Account Code com¬ 
prised two volumes coveimg (with appendices) 700 pages. It was 
divided into 80 chapteis compnsing about. 1700 sections. The Civil 
Seivice Kegulations was a smallei volume ot 000 pages, excluding 
the appendices. It dealt with the pay and allowances, leave rules, 
pensions and travelling allowances ol the vauous sections of the 
civil services of India. 

Both these codes laid down detailed instructions; they involved 
meticulous mterieience with the details of piovmcial adnumstia- 
tion. and necessitated endless coi respondence The voucheis and 
eountersignatmes loquned by the Civil Act omit Code were in- 
nimieiable and made the loutine work in the oitices too heavy 
tor ordinaly human beings. But m deience ol the system, it must 
be pointed out that such minute legulations vveie neeessaty for the 
guidance ot the seat Lei ed anny ot suboidinate officials throughout 
the sub-continent, and embodied the practical experience of many 
geneiations Kuhngs laid been made on a vanety of questions 
which had <ome up hefoie the (iovernment of India and these 
became the ‘common law ’ of administrative piactice In their 
absence, tlieie would have ansen undesuable diveigences between 
province and province; and in leganl to conditions of service, a 
competition between the various piovua ml (ioveininents would 
have been lumous For instance, it theie were difleiences between 
piovince and piovince in such matteis as liavcihng allowances and 
house allowances, it would cause annoyance and heait-burnings. 1 
Aloieovei a Government functioning ovei such a vast countiy, and 
not contiolled by the people or then lepiesent,dives, must woik 
undei elaboiate mles and with many cheeks and balances. 

§3. Control over Taxation and Borrowing 

The central Government jealously guarded their power of con¬ 
trolling all taxation throughout India Of comse, the provincial 
Governments which had their own legislative councils could iajse 
taxes by legislation, but that power was to be exercised with the 
previous sanction of the Governor-Geneial, and nu-oiding to the 
piactice established in 1874, the sanction ol the Secretary of State 
was also necessary. 2 Such sanction was not given unless the 

1 Decentralization Commission, vol X, p 165 

1 The Government of India Act (19151, Section 79 (3) (a) According to this 
Act, provincial legislatures required the central Government's previous sanction 
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central Government were convinced that the power sought would 
not trench on the central revenues; and as this was not easy to 
prove in regard to any new proposal for taxation, the result was 
that the provincial Governments seldom exercised the [xnver As 
the Joint Report (1918) puts it, ‘ tins was a natural coiollary oi th< 
statutory hypothecation of all Indian revenues to all-India needs ’ 1 
‘If’, the same report adds, ‘ many buckets are dipping into one 
well, and drought cuts short the supply of water, obviously the duel 
proprietor of the well must take it upon himself to regulate the 
drawings.’ The Decentialization Commission justified this policy 
on the ground that the piovincial Governments had not got * a 
sufficiently sepaiate fiscal sphere to rendei such pi I icy desirable', 
and that they lacked ‘that responsibility to ta x-p.iyers wlu< h 
acts as a check upon increased taxation in other countries 

However, the provincial Governments had a large fiecdom m 
the administration of the existing taxes The collet tion of all 
levenues was done by them. The administration of land levenue 
comprised a good many functions like tevenue surveys and 
settlements, jamabandi, lent and levenue legislation, government 
land sales, mining concessions, and even agricultural indebtedness 
and famine relief. In these matters, conditions vaned from 
province to province, and any minute contiol by the central 
Government was out of the question. Each piovince had its own 
land revenue code and separate Acts under which that revenue 
was assessed, and the central Government did little more than 
lay down the general policy and watch its application In 1875, 
the Government of India m a Dispatch to the Secretary of State 
expressly denied the necessity loi interfering in the details ol 
revenue settlements, and wanted to have only contiol of the general 
principles. 

From 1880, however, there had been a growing tendency 
towards central control m legard to all land revenue matters. The 
settlement opeiations of the temporarily settled lands were earned 
on by civilian officeis under tire supervision of the provincial 
Governments, but the central Government laid down general 
principles in regaid to mipoitant questions and enfoieed them 
according to the degiee m which such questions affected the general 
well-being of the agucultural population and the financial stability 
of the country. It is true that the Governments of Madras and 
Bombay were given a freer hand than other prounees m regard 
to revenue settlements, although even m regard to them, theie 
occasionally arose cases which necessitated interfeience, 3 but m 


to consider ' any law affecting the public debt of India or the customs duties 
or any other tax or duty for the time being in force and imposed by the authority 
of the Governor-General in Council for the general pui poses of the Government of 
India ’. See also chapters vi and vm of this book. 

1 Page 72. 1 DeientrahzaUon Commission Report, vol I, pp 43-4. 

’ Decentralization Commission Report , vol I, p. 91; vol. II. pp. 168-4 This 
privilege caused dissatisfaction to other provinces, vol. Ill, pp. 177-8. 
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Other provinces, the general principles of assessment had to be 
approved b\ the central Government, and no settlement was to 
\>e undeilaken without its previous sanction. The settlements had 
also to be continued In it in most of the provinces. The central 
Government kept it-ell in touch with provincial revenue matters 
V>v me in- ol ‘ C.ileml.us ’ ot lovenuo settlements, annually sub¬ 
mitted In the pun Hires, detailing the terms of the curient district 
settlements, the date- on winch they would expue, the amount 
ol the levenue demand and so foitli. This served as a convenient 
handle hi mteivention in piovincial land administiation. 

Tenancy legislation might be initiated by the provincial 
Governments, but piopo.-als tor sin li legislation were to be carefully 
examined and icviewed by the (iovermnent ot India; and this was 
but proper in the encumstances of the time. 

The lands owned by the Government (handed down by the 
East India Company' 1 weie foi .1 time jealously guarded by the 
Secietaiy of State, who insisted that 1 us pievious sanction must he 
obtained before alienating .such lands/ but this piactue ceased 
subsequently except in the case of huge alienations The provin¬ 
cial Government in whose pu isdiction the land lay had the right to 
pait with propuelory lights subject to payment of the ordinary 
land levenue assessment, but the cential Government's sanction 
was required for the alienation of revenue-itee land except in Nazal 
areas, 3 where the tiouble of collecting levenue was disproportionate 
to the amount involved, and in the peimanently settled areas of 
Bengal, wheie occasionally petty piopeities came into the hands of 
the Government 1 These rules related to the alienation of land for 
industrial or other pm poses of public utility like colonization, but 
grant ol land lor pnvate piuposes was laid nuclei lestaictions. 
The provincial Government's light to gtant mining leases w r as 
also staidly limited by tlie orders of the Secietaiy of State 3 

The provincial Governments had also consnleiable lieedom 111 
regald to excise on eountiy !i<|iioi and on chugs, except wheie the 
interests ot two or moie provinces came into collision. 

Ptovmces weie piohibited liom horiovving funds m the open 
maiket It a piounce re(|uued a loan, the cential Government 
lent the amount and the piovmce had only to pay the mteiest. 
Sterling loans weie nosed in England by the Secietaiy ot State 
and the mpee loans in India also requned Ins sanction. Theie 
was indeed some justification toi this lestaiction As the Montagu - 
( helinsford Ilepoit puts it ‘It was considered advisable to 
control the total bonowings ot India by one agency, if rates were 
not to be forced up and the maiket dislocated and nedit possibly 
injmed by indiscreet ventures/’ But this power gave the central 

1 21 & 22 Vut , t IOC. 2 l)is|iiiUh, y July 18(12 

3 Escheated property. 

4 Revenue and Agriculture Proceedings, October 1897, Nos 1-6, and June 1903 
Nos 9-10. 

* Decentralization Commission Report, vol. I, p, 103. • Page 73. 
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authority ‘ a powerful lever for insisting upon provincial solvency 
and for continually interfering in detail for that purpose h 1 * 3 Such 
control was extended even to the Provincial Loan Account, from 
winch the province gave loans to agriculturists and to estates 
under the Court of Wards 

§4 Public Works Control 

In 1863, the Public Woiks Depaitment of the Government of 
India was ' a mounter of < entiahzation ' according to Tievelyan, 
and the vexatious inteiteience that it caused has alieady been 
described. Put fiom 1871 the piovinaal spheie in public works 
widened and cential control was iela\ed in many diitctions. As 
the Decentralization Coininissiouei-. point. d out ‘ when such 
works weie of small account and insignificant sums were spent 
on them, it was inevitable that the small provincial stall's should 
often lack the technical and administrative qualities nece c saiy foi 
high efficiency, and in such cncumstaives, close supervision and 
control by the Goveinment of India was natmally advisable ' • 
Lord Mayo in 1870 increased the powers ot provincial Governments 
in regard to public woiks, and in 1878, the maintenance oi produc¬ 
tive public woiks was made a piovmual charge (See Chapter XV). 

Prom that tune piovincial lesponsibihty in regaid to public 
works became considerably cnlaigcd Several works were earned 
out with funds raised by provincial taxation, and m the case of 
such works the Goveinment of India did not inteifeie except 
when the cost exceeded 1L it) lakhs 1 In legaid to works carried 
out on behalf of the central Government, that Government kept 
to itself the authority to distribute the available grants as a whole, 
and to control the pay ot the moie important appointments and the 
organization oi the largei establishments. 1 In other words, the 
actual const met ion and maintenance of loads, buildings and 
lirigation woiks devolved on the piovincial Governments, hut the 
Government of India allocated funds foi such works as were 
defrayed iiom linpeual oi hoi lowed levonues, seiutmized plans 
and estimates and sanctioned eontiaets, and weie pimianly 
Lesponsible foi accounts and auditing The latter function was 
pel foi mod by the officers of the Public Works Account Branch, 
and the vvoik of scrutinizing plans was done by tho staff of the 
imperial Inspector-General. 

The provinces had then own Public Woiks Departments under 
Chief Engineers, who were also Public Works Secietaues to the 

1 Southburougli Committee Report (1919), vol II, p 87 

J Report, vol I, p 78. 

3 Decentralization. Com mission Report, \o! I, p 79, albo Public Woiks Code, 
Articles 1933 and 1964 

* The provincial Governments were under restriction m regard to works con¬ 
nected with the personal amenities of the heads of provinces (i e in regard to 
Government Houses, circuit houses, etc) See Report, vol I, p. 82 

18 



FEDERAL FINANCE IN INDIA 


■274 

provincial Government, but the general organization of those 
departments, including the pay and conditions of service, were pre¬ 
scribed by the central Government. Except in Madras and 
Bombay, the principal officers ol the provincial department were 
also appointed by that Government, but in practice the recommen¬ 
dations of the local Government in tilling up superintending 
engineeiships weie geneially accepted. The Public Works Code, 
a work in tlnee volumes, legulated all these complex relationships 
between the central and provincial Governments 

These restrictions on the piovineial Governments weie subjected 
to severe criticism betoie the Decentralization Commission. Thus 
the Chief Commissionei of the Central Provinces told the Com¬ 
mission .—‘ Among the paiticulai departments of the Government 
of India which appeal to be too rigid in limiting the discretion 
of the head of the piovince, I consider the Public: Works Depart¬ 
ment as tbe woist otfender, they interfere in details to an extent 
which is often nutating 


§5 Grants-in-aul 

Grants to piovineial Governments weie effective instruments 
in the hands ot the central Government for contioiling provincial 
admmistiation Such giants were few and far between, till about 
the close of the nineteenth centuiy; but aftei the stabilization 
ot the rupee the cential Government had large surpluses, and the 
improvement ot the opium ie\enue early m the piesent century 
eulaiged the surpluses. From such mcieasing lesouices, the 
Government of India distributed giants eai-marked for specific 
purposes like education, agncultural development, police reorga¬ 
nization and so forth The provincial Governments had to 

dtaw up detailed schemes and such schemes weie scrutinized by 
the cential Secretariat Accoidmg to a memoiandum placed by 
the Bombay Government before the Decentializatioii Commission, 
no detail was so unimportant as to be accepted on the authority 
of those Governments ' 1 Owing to the excessive control thus 
excited by the central Government, these grants became un¬ 
popular with the piovineial Governments and they came to be called 
‘doles’ The unequal distribution of these giants between the 
piovmees was also a cause of their uupopulauty 

The system ot grant-in-aid has long been common in most 
countries as a means of giving financial help to local authorities 
from the central Government; but in recent times it has also 
invaded Federal Governments In Germany, after the War, 
giants from the Beich to the States became a common feature 
of federal financing, and the system caused considerable bicker¬ 
ings a few years ago. 2 In the United States also ‘ federal aid ’ 


1 Decentralization Commission Report, vol VIII, p 230 
5 Manchester Guardian Commercial, 16 February 1928, p. 189. 
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has become very common in modern times, and this has led 
to what is called ‘ federal centralization According to 
White, ‘ Federal grants have increased in modern times and 
have become a powerful weapon for securing uniform action 
over the whole area of the United States, even in matters 
over which the Federal Government has no power to legislate ’. 1 
Grants have been given chiefly tor vocational education and high 
road construction, two matters in which the Federal Government 
is keenly interested and it is chiefly in those subjects that federal 
control has mu eased 


§6 Legislative Control 

The supervision by the central Government over the legislative 
activity of the provincial Governments added largely to the control 
of provincial administration Provincial Governments were not 
allowed to permit the discussion of any bill in then legislative 
councils before it had been examined and approved by the Govern¬ 
ment of India and submitted to the Heeretary of State; and all 
bills passed by these councils required the assent of the Governor- 
General as well as of the Governor or the Lieutenant-Governor 
concerned. Thus the freedom of the legislative councils was 
restncted by executive dnections which made their power very 
insignificant indeed. 

The field ot their legislation was also restricted by the 
numeious laws already made by the central legislature on all 
kinds of subjects. It is true that for the sake of uniformity, 
such laws as the Indian Fenal Code, the Civil Procedure Code, 
and the Evidence and Succession Acts were necessary, but the 
held pieviousiy occupied by central legislation included many 
subjects which might have been left to provincial legislatures. The 
Joint ltepoit of PJ18 lias given the lollowmg valuable enumera¬ 
tion of these laws • 

Under the head of crime we have laws for Pnsons, Jails, 
Beforinatory Schools, Police and Whipping. W'here the personal law 
affecting the different communities has been eodilied in such matters 
as marriage, minors and succession, attempts have been made to 
make it uniform and to prevent provincial variations, to the great 
benefit of the people In Civil Law, we have Acts regulating con¬ 
tracts, trusts, specific relief, transfer of propeity, easements and 
arbitration. Business has been regulated by laws for patents, trade 
marks, weights aud measures, securities, insurance companies, in¬ 
solvency and usury. Laws for forests, mines, lactones, boilers, 
electricity and explosives have smoothed the course of industry; and 
labour questions have been dealt with in laws controlling compulsory 
settlement of labour disputes, breaches of contract, emigration and 
apprentices. Essential matters affecting public health such as 


1 White, Public Administration, p. 88. 
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prisons, L'provt, lunacy vaccination and epidemics—have also been 
regulated b\ a umform cchIi' of btw rmulh, in u wide miscellany 
such lor t'\ninj)le as leligious endowments, charitable 
societies, pl.ns .me! loneinatogtaphs, motor vehicles, ancient monu¬ 
ments and tKMMire lm\es, India lias been given a umfonn Jaw which 
woiks well because conditions are evenuJiere sufficiently similar 1 

On maov oi these subjects, pci haps, eential legislation was 
necessaiy to eiistne mnioinut}, but there were others in whicJi 
such legislation onl} led to Hgidd} and annoyance. The provincial 
Councils weie not denied the power of concurrent legislation, but 
its exeicise was strictly cneumsenbed with limits. 2 

§7 Agencies of Administrative Control 

The motives ot the central Government in supervising provincial 
administration weie chiefly financial, but finance entered into every 
field ot administration, and theretoie eential contiol came gradually 
to be exeited over almost every function of the provincial Govern¬ 
ments Theie was some decentralization ol contiol over details, 
but it was accompanied by a consolidation of contiol over essentials. 

However, in the fields ot education, police, lorests and medical 
aid, the piovincial Governments were given gieat freedom. In 
Education, there was eveiy desne ‘ to compiehend local conditions 
and to facilitate local developments ’ ! Appointment to the head¬ 
ship ot the provincial Education Department did not require the 
sanction ot the central Government except in the Central Provinces, 
liecruitment to the Indian Education Seivice was generally carried 
out m England, but the men so appointed came under the 
piovincial Governments. 

In police administration also, provincial Governments seem to 
have had a fiee hand ever since Mayo's financial measure of 1870, 
although theie was insistence on uniformity in legard to the 
conditions ol service Ret i mtment to the impel ml Service was 
made by open competition in England The changes carried out 
as a lesult ol the Police Commission of 1902 seem to have brought 
about unnecessaiy ngidity and excessive expenditure, and this 
policy was criticized by the Decentralization Commission. 1 The 
Forest administration leniained mainly under the control of the 
provincial Governments, but the activities of the imperial 
Inspectors-General tended to bung about gieater umloinnty. 

Central control was perhaps more pronounced in the Medical, 
than m any other ‘ piovmcialized ’ depaitment. Such control was 
exerted mainly thiough the central Government’s hold on the 
Indian Medical Service, the personnel of which weie recruited in 
England and, although normally under civil employ, were 

1 Joint Report (1918), p 75 2 See chap VII, section 3 

1 Decentralization Commission Report, vol I, p. 127. 

4 ibid , pp 124-5. 
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commissioned officers of the army. The provincial Governments 
were under the stringent control of the Government of India in 
regard to all higher appointments and the Governments of Madras 
and Bombay attempted, but unsuccessfully, to organize their own 
separate civil medical services 

The agencies employed for controlling these departments 
(besides the financial check which was the most effective) were ■ 
(1) general resolutions and formulation of policy, (2) periodical 
reports and review thereof, and (3) the supervision of imperial 
inspectors-general. 

On all important questions, general resolutions regarding policy 
were issued for the guidance of piovmcial Go\eminent? We have 
referred to many such lesolutions on financial administration The 
usual procedure adopted was, (iist to appoint a commission oi 
committee to investigate the woikmg of a depattment functioning 
primarily in the piovmce, and then when the lepoit was piesented, 
the Government renewed the whole subject and issued a resolution 
laying down specific mles about the future working of that 
department. Two examples may be given Tn the rally nineties, 
there was considerable dilTeience of opinion concerning forest 
administration, and the Government of India went catefully into 
the mattei and issued ,i Resolution m J894 containing a definite 
statement of then forest policy 1 The ]>olic\ thus outlined had 
to be followed by the piovmcial Governments Of a similar nature 
was the lesolution which Omd Curzon issued m 1904 on Educa¬ 
tion, 2 after a thorough inquiry into the problems and prospects 
of Education in India; it also leviewed past policy and laid down 
the lines oil winch futuie progiess should be made The result was 
greater uniformity in educational administration, which eventually 
made the control of the cential Government stronger 

The depaitmental administration lejxirts periodically submitted 
by the provincial Governments were sciutiinzed bv the central 
Government and often instructions regaidmg them weie issued to 
the various provincial Governments These mxtinotions were nearly 
always meant for uniformity and efficiency m administration, but 
the control of the central Govet nment was thereby made effective 
The same was the lesult of the right of appeal conceded to, and 
exercised by. Government officers and members of the public who 
felt aggrieved by the action of the provincial Governments 

§8 Imperial Inspectinq Agencies 

Towards the close of the nineteenth century, especially during 
the regime of Lord Curzon, inspectors-general were appointed 
for many of the services which were properly provincial and they 

1 No 22 F 19 October 1894 

* Nos 199-211 of 11 March 1904; see also Review of the Progress of Educa¬ 
tion in India (1897-1901), Appendix. 
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became an effective agency for collecting information regarding the 
activities of the provincial departments and enabled the central 
Government to supervise provincial administration 

The prime duty of the imperial inspecting agencies was to 
give information and advice to the Government of India and the 
provincial Governments. They were not meant to replace the 
Secretaries to the Government of India in those various depart¬ 
ments; they only assisted the secretaries and through them the 
members of the Executive Council. The following description of 
the functions of the Inspector-General of Agriculture will serve 
as a guide to the position of most of the officers of this category ■ 

Apart from the prosecution of such independent inquiries ns may 
be desirable, it will he the duty of the Tnspeetor-General to guide 
and co-ordinate the experiments which are being made under the 
orders of local governments, and to publish and critici7e their results; 
to indicate new lines which inquiry mnv profitably follow, and to 
respond to the requests of private investigators for assistance or 
advice Tt wall he open to provincial Governments to consult him on 
subjects m which the opinion of an agricultural expert, will he of 
value, and his opinion should olniouslv be taken on any schemes of 
experiment or inquiry which may be in view Tn regard to the 
Government, of Tndia. liis position will he that of an aduser on 
matters connected with agriculture It is not proposed to invest him 
with any direct authority over provincial departments of agriculture; 
nor is it anticipated that anv such authority will he needed in order 
to secure the advantages w-hich will result from his guidance. But. 
he will be authorized to correspond direct with the heads of these 
departments, and he will, indeed, regard the maintenance of close 
personal relations with them as essential to the proper discharge of 
his functions His duties will of course, he more m the field than 
in the office, and constant tours will he necessary not only in order 
to keep him in ♦ouch with other investigators, but to gam that close 
acquaintance wolh the agricultural conditions of the country which 
alone can indicate the scope which exists for improvements and the 
possibilities of effecting them 1 

The instructions given to the Inspector-General of Forests, the 
Director-General of Education and the Diiertor-General of Com¬ 
mercial Intelligence were also couched in neaily the same 
language. 2 3 

Even if these officers carefully stuck to such functions, they 
were bound almost inevitably to tread upon delicate ground in 
calling for information from, and offering advice to, provincial 
Governments For, in the discharge of their duties they were 
bound to trench on the administrative sphere, and the provincial 
Governments strongly objected to even the faintest shadow of such 
interference Tt was under such apprehensions that most of the 

1 Circular letter of 24 October 1901, Decentralization Commission Report, vol I, 

p. 116. 

3 Decentralization Commission Report , vol. X, p 190, 
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provincial Governments warned the Decentralization Commissioners 
of this possible danger. As the Chief Secretary of the Madras 
Government pointed out • ‘ There was a tendency to issue direct 
instructions to heads of departments which are likely to be con¬ 
strued into orders and which weaken the authority of the local 
Government.’ 1 Some provincial Governments even doubted if 
the Inspectoi-General ‘ could obtain such knowledge of the systems 
of the different piovinces as to render them thoroughly ttustworthv 
advisers in regaid to the very diverse circumstances and conditions 
of each ’. The central Government was liable to use these officeis 
as a fresh admnnstiative agency to inteifere in the work of stnctly 
provincial departments like police, litigation, sanitation, education 
and agriculture, and if that was done local initiative would be 
deadened and a lifeless uniformity and timidity would take its 
place The provinces indeed admitted that some agency was 
required to co-ordinate the activity of the various Governments in 
any particular spheie, but it was urged that this could be effected 
by occasional conferences of the heads of provincial departments 
The Decentialization Comrmssioneis, howevei, while agreeing 
that these impeiial inspecting officers should not have the right 
to interfere in the administrative spheie, attained that they were 
necessary to give technical advice, especiallv as these depaitmental 
heads were often '.elected foi their administrative ability They 
laid down the following as the pioper function of the imperial 
Directors-Gencial and Iiispeetois-Gencial 

(i) The charge of experiments and lesearoh which the 

Government of India desire to carry out directly, and 
the supervision and co-ordination of subsidiary research 
in the provinces 

(ii) The establishment of biueaux of information with 

special regard to the needs of impeiial and provincial 
administrative departments, and the dissemination of 
useful information 

(m) The finnislnng of advice and information to the Govern¬ 
ment of India m legard to technical matters of which 
the Tnspec tor-General has special knowledge. 

(iv) The furnishing of full and ready assistance to provincial 

Governments and their officers, either m response to 
mqiiiiy or on his own initiative. 

(v) Inspection, throughout India, in respect to matters 

falling within his sphere 2 

Although the Decentralization Commissioners powerfully 
affirmed that the existence of these imperial officers ‘ need not 
and should not bring about anv greater degree of centralization,’ 

1 ibid , vol IT, p. 328 Examples of such interference were also given—G O. 
Nos. 1893 Judicial, 17 Novembei 1896 also see ibid , p 245 

2 ibid., vol I, p. 139. 
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it cannot be denied that in actual practice it was almost impossible 
for these officers to discharge their duties efficiently without thereby 
strengthening the forces working for centralization; and this 
explains w r hy well-known administrators like Sir Denzil Ibbetson, 
Governor of the Punjab, expressed their uneasiness at the growth 
in the number and powers of these imperial officers. 1 As we 
shall see in the next chapter, these are inevitable tendencies in 
certain stages of administrative evolution. 

§9 The Attitude u) the Provincial Governments 

Thus, m spite of the mcieased delegation of financial powers to 
the provincial Governments and local authorities, the control of 
the Government of India remained intact and there was no 
diminution in the interference with provincial administrations, of 
which there were repeated complaints soon after India came under 
the Crown The authonty of the Government of India was 
complete: it was ‘almost co-extensive with the whole sphere of 
operation of the provincial Governments ’ 

It is true that the central control over tile piesidemy Govern¬ 
ments was less detailed than that excited over the other provincial 
Governments The presidencies were still allowed dnect eones- 
pondenee with the Secretaiv ot State, a privilege which they 
had always enjoyed, but aftei 1800 that was circumscribed within 
narrow limits, and every opportunity was taken for weakening it 
In 1871, the Government of India leeommended a substantial 
curtailment of the presidency piivileges and wanted that all 
correspondence between the presidencies and the Secretaiy of 
State should go through the Government of India, and athough 
this was disallowed by the Sec retan ol State (Duke of Aigvll) on 
the ground that it- would lowei the status and impair the authority 
of the presidencies, the occasion was utilized for drawing up 
detailed rules, governing the exeicise of those privileges Thus 
(1) in matters relating to the creation of new offices and the grant 
of salaries, gratuities and allowances in which the statutes and 
orders then in force precluded the Governments of Madras and 
"Bombay fiom directly roiicsponding with the Secretary of State, 
all correspondence must pioceed through the Government of India; 
and the same was to he the case with regard to the army and 
foreign relations; but (‘21 in regard to othei matters, there was 
to ho no restriction on dnect, conespondence, piovided a reference 
was made in the first instance to the Government of India If such 
leference was not made, the Secretary of State would not pronounce 
a decision without previously obtaining an expression of opinion 
from the Governor-General in Council. In the event of the 
presidency Governments not being able to acquiesce in the decision 


1 'hid , p 138, and vol IX, appendix v, p 237. 
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of the Government of India, they should not only move the central 
Government to refer the point at issue to the Secretary of State, 
but should send that dispatch through the Government of India. 1 
In this manner, the presidency privileges weie whittled down 
and the diffeience betwen presidencies and other provinces became 
narrower as time advanced 

This change of status was particularly felt by Bombay which 
had previously exercised semi-sovereign privileges in regard to the 
spending of money, and even in regard to the relations with 
foreign powers. 2 Bad relations between Bombay and the 
Government of India continued Bombay gave vent to its feelings 
in a memorandum submitted to the Decentralization Commission, 
from which the following passage is relevant 

A government not entrusted with the power to decide whether 
one of its servants may make a certain investment without infringing 
the spirit of the Public Servants' Pules, or to settle whether a mining 
concession may he allowed in a native state under its control, not 
permitted to appoint a watchman on Bs. 10. debarred from sanction¬ 
ing a sum of Rs. 10 to meet expenses incurred bv a ladv doctor, 
deprived of final direction in settling the number of police orderlies 
to be attached to its police school and liable to be overruled on 
the situation of a stair-ca-,c erected in a government bungalow, 
and on the rent charge to he lev n*<l from the occupant, is evidently 
an expensive and useless excrescence upon the system of administra¬ 
tion m India. 

They therefore held that either such a Government (i e , pro¬ 
vincial) should he given lull [lowers, oi should he abolished and a 
single officer with limited authority 1 appointed 

Other provincial Governments also pointed out the unfairness 
of the resti lotions placed on them, particularly the Madras 
Government, which like Bombay, had memories of autonomy in 
the jiast But as usual. Madias put its complaints mildlv and 
preferred persuasion to protest ' 


1 Letter from tile Eecretarv of State to Madras and Bombay, 17 June 
1872 

J Government of India's lettri to the Senetniv of State, 7 September 1871, 
P- 7- 

Minutes of Evidence, vnl VTTT, p 280 Further examples of pioviucial 
incompetence were quoted bv the Bombav Government Tt could not settle the 
status of a local fund vaccinator, the location of a rural liquor shop, the number 
and distribution of police posts, the fees to he drawn bv medical ofht ers attending 
native gentlemen and it could not dispose of a complaint of unsv mpathetic treat¬ 
ment in a Government Hospital, 1101 could it control the movements of even 
Tudian Chiefs under provincial supervision This exaggerated picture of interference 
is no doubt based upon some specific i ases, hut the picture seems over-drawn 

Tt is significant that about that tune 11007), the inequitv in legard to shares 
of revenue involved in the settlements with Madras and Ended Piovinces was 
rectified The difference in (ho attitudes of the Bombav and the Madras Govern¬ 
ments towards the central Government has always been'noted Compare Decentra¬ 
lization Commission Report (1908), vol X, p 178, with the Report of the Select 
Committee on East India Finance (1878), pp 36. 54 and passim. Persons change, 
yet traditions remain ! 8 
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§10. The need for eentral control 

No doubt the provincial Governments had reasonable cause 
for complaining about the meticulous interference with their ad¬ 
ministration, but one feels that they did not always fully realize 
the constitutional implications of the resjxmsibility that the 
Government of India had for the administration and revenues of 
India The piovincial Governments were indeed responsible for 
law and order in their own teintones, but the central Government 
were answerable to the British Parliament, through the Secretary 
of State not only for law and older but also for the financial 
solvency of the whole country, including the provinces. As Sir 
James Westland, Finance Member, maintained m his answer to 
a Bombay representative in the imperial Legislative Council in 
1897 1 the levenues of India are the revenues of the Government 

of India—its constitutional possession Fverv action that the local 
Government takes m respect of them must be justified by a specific 
ordei of the Government of India ” True, ceitain limited powers 
were delegated to the piovinces for the convenience of the central 
Government and with a view to a harmonious relationship between 
them and the provincial Governments, but it was only a delegation 
and not a relinquishment , and therefore the further decentralization 
proceeded, the greater became the necessity for the central Govern¬ 
ment to keep the ultimate control within their own hands. 

Sir Alexander Mackenzie, Governor of Bengal, was unable to 
understand how a Government like Ins, ruling over seventy 
million human beings, was not fitted to have an autonomous 
financial system But the size of the province did not make any 
difference to the constitutional position It was pointed out that 
the Municipality of Bombay had a fieer hand in finance than the 
Government of the Bombay Presidency. Tins was tine in a real 
sense, but the reason is clear 

As explained in chapter VTI, the Government of India Act 
of 1858 vested the entire financial responsibility for India in the 
Secretary of State in Council, and so long as that remained intact, 
no further devolution of powers on the provincial Governments 
w r as possible The reasons for maintaining that authority intact 
have been explained before Suspicion of officials is ingrained in 
the British mind; and it was held as an axiom that all Governments 
must be ultimately controlled by the people The people of India 


1 Financial Statement (1897-8). p 110 Strange as it. might appear, the 
Bombay Government went to the extent of questioning the ‘ theory ’ that all 
revenues were the property of the central Government It said ‘ This is a 
fallacy similar in nature to the frequent asseition that the powers exeicised by 
the Government of Bombay have been derived by devolution from the Government 
of Tndia . On the contrary, the Bombay Government possessed very wide 
powers which have been absorbed by tho Government of India ’ Decentralization 
Commission Report, vol. "VIII, p. 230 One cannot really understand how, and 
why, the Bombay Government ignored the Charter Act of 1833. 
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were considered to be unfit for exercising such a check on their 
government, and therefore it was the duty of the British people 
to control Indian administration through their representatives in 
Parliament. Hence the vigilant eye that Parliament always had 
on India, and the proneness to ‘ pull up ’ even the highest officials 
of the Crown when the least thing went wrong. John Stuart 
Mill expressed this trenchantly in a weighty minute. ‘ Being un¬ 
able, consistently with the good of the people of India, to allow 
them any control over their lulers, Parliament is under the most 
binding obligation to exercise such control tor them ’ 1 

Mill wrote the minute above quoted, in 1866. After that the 
Indian Legislative Council was enlarged in 1892, and the number 
of Indian members was increased Great social and political 
changes had come over the country. Political unity had been 
growing and the Indian National Congress, which was founded m 
1885, was rousing the national aspirations of the people The 
India of 1905 was not the India of 1865. It was perhaps tune, 
therefore, to transfer a part of the Parliament’s responsibility to 
the people of India acting through their elected representatives. 
This was soon recognized, and as we shall see in the next part, 
steps were taken to strengthen the legislative bodies m India and 
increase the [lowers of the piovmcial (loveinments. 


1 Parliamentary Paper, LYI of 187G Mill wrote the Minute in connexion with 
the controversy between the Serretaiy of State and the Government of India on 
the question of indigo eoniract? 
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DECENTRALIZATION COMMISSION AND AFTER 

§1 The Decentralization Commission 

Soon after Loid Cuizon left. India, the ovei weening [lowers of 
the central Government o\ei the [novinci.il Governments became 
the subject of lepeated complaints from the latter and caused con¬ 
siderable tension in the lelations between them The. new 
Viceroy, Loid Minto, was no professional politician, but was a 
keen sportsman and had a thorough knowledge of English local 
administration, in which lie had taken an active part, and acquain¬ 
tance with the federal Government of Canada, of which Dominion 
he had been Governor-General He fully leahzed the impasse 
into which the provincial Governments weie pushed by the policy 
of centralization, and decided to appoint a departmental committee 
to inquire into the financial grievances of the provinces, but before 
this materialized a Royal Commission was appointed for the pur¬ 
pose in England. The leason loi tins was the change of policy 
at Whitehall The Liberals had come into powei with a thump¬ 
ing majority and the traditional policy was to favom political 
leiorm and conciliation in India The new Secretary of State for 
India, John (latei Lord) Morley, was an exponent of this policy 
By temperament, Motley was against the apotheosis of efficiency, 1 
and naturally he pieferred a policy ol decentiahzation (o one of 
ugid eenti.il control. The object of the Commission, however, 
was limited to the improvement ot the piovincial Governments’ 
relations with the central Government and its terms of reference 
did not extend to the more fundamental question of the contiol 
exerted by the India Office over all the governments in India. 
Without rectifying the latter, it was not possible to impiove the 
former; for the rigidity of centialization was hugely due to 
the control of the Home authorities, and it was there that 
the evil started In the leault, the [impose of the Com¬ 
mission was practically defeated; since the core of the problem 
could not be touched, it was only possible to presetibe 
palliatives. However, the repoit and proceedings of the Com¬ 
mission aie a mine of information on the financial administration 
of India. 


1 In his speech in the House of Louis, 23 February 1900, Lord Morley, while 
agreeing that from the point of view of efficiency, Lord Cumin's Indian Viceroyalty 
was a great success, gave his opinion that Corwin left in India a stale of things 1 not 
completely satisfactory such as would have been the crowning of a brilliant career 
Keith’s Speeches on Indian Policy, vol II, p. 89 
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The grievances placed before the Commissioners 1 related to 
(1) the system of ‘ divided heads (2) the ])olicy of giving grants 
(doles) to the piovinees, (8) budgetary restrictions, (4) the inability 
of the provinces to tax and borrow on tlieir own account, (5) the 
ligour of codes and regulations, and (fi) the unequal treatment 
of the provinces They nnpmed laboriously into each of these 
gnevanees, but found that within the restneted terms of reference 
by which they weie bound, they could not recommend any radical 
i eform. 

The evils arising tiom ' divided heads ’ have been described 
m a previous chapter The Commissioners gave the fullest con¬ 
sideration to this question Many lcsponsible persons, including 
some provincial authorities, suggested that the complete piovincial- 
izatioh of the divided heads was the pioper lemedy. To meet the 
deficit m the cential budget, they proposed the levying of provincial 
contributions on the basis of the matrikuhtr Bcitraqc system of the 
German Einpne Sonic suggested that the contributions should 
be lump sums calculated as percentages ol provincial revenues, 2 3 
otlieis favoured a fixed sum levisable periodically, 1 and yet 
otheis lecommended a fluctuating contilbution calculated upon 
the population, or wealth, oi the levenues ot the different 
provinces 4 

In favom ot a lump sum percentage it was pointed out that it 
would piovide for glowing tevenues to meet glowing expenditure, 
thus giving gieater elasticity to provincial finance, and that any 
desired modification of the provincial settlements could thereby be 
effected moic easilv The (.'ommissioneis questioned the advisabi¬ 
lity of shifting revenue heads already fixed as impeiial or provincial, 
and even in regard to moditying the system ol divided heads, they 
found two principal objections, namely that the percentages as 
between the various provinces could not be unifoim, seeing that m 
the case of a unitaiv Government as in India the i icher and more 
advanced pi ovine, es should necessarily contiibute a larger propor¬ 
tion of then revenues to the central Government than the poorer 
and moie backward piovinees, and secondly that m the cncum- 
stances of the tame it, was impossible to make the whole resomces 
of the provinces dependant upon glowing revenues. Additional 
giants were often made to the piovinees ten carrying out admims- 
tiative lefoims; and to conceit such fixed grants into a reduced 
percentage of the total provincial contribution ‘ would involve an 


1 The members of the Commission were Mr (latei Loid) Hobhouse, Chairman, 
Sir Frederic Lely, Sir Steynmg Edgeiley, Mi R C Ilntt, Mi W fl (later Sir 
William) Meyei, and Mi W L Ifirheiw Originally fin Iteiny l’nmrose was 
appointed Channian, but he resigned befoie beginning woik 

1 Report cnirl Proceeding c of the Royal Commission on Decentralization, vol IX 
(Lahore), pp 17S-R1 

3 op. cit , vol IX (Lahore), pp 1G-17, vol. VIII (Bombay), pp 11-12 (Chief 
Secretary), pp C5-7 (G K Gokhale), pp 89-91 (Sn Ibrahim Rabnntoola), 

4 op cit , vol II (Madias), p 805 (Sir B N Sarma) 
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enormous amount of laborious calculation and often a considerable 
degree of controversy 

The second alternative of a fixed sum revisable periodically was 
regarded as impracticable by the Commissioners; for, such periodical 
revisions would often entail enhanced contributions and this would 
certainly lead to recurring controversies between the central and 
the provincial Governments, like those which arose at successive 
revisions of the contract before 1904. The third alternative of a 
fluctuating subsidy appealed to the Commissioners to be even more 
objectionable, as they feared that a contilbution on a population 
basis would be unian to the lelatively undeveloped provinces and 
there was no accepted oi practicable method for accurately assess¬ 
ing the comparative wealth of the ditlerent provinces They also 
feared that there would be, an undesnable element of uncertainty 
in the piovincial finances, if any such fluctuating subsidy were 
adopted 

The proposal of a conti lbution from the provinces to the central 
Government appealed altogethei unsuitable, as it would be m the 
nature of a tubule, and this was inconsistent with constitutional 
realities. 

The Commissioners weic, on (he whole, right in rejecting the 
matrikular Beitragc system. Even m federations, such contubu- 
tions have not been popular, the separation of resources is 
the light basis of federal finance. The Indian constitution 
was stall unitary, and the existence ol laige and well-equipped 
provincial Governments did not make any diffeience to the 
constitutional position Anything in the nature of piovincial 
contributions was bound to create giumbhngs and inter-provincial 
jealousies 

A possible alternative to ‘divided heads' was to assign to the 
piovinces a lew heads of revenue This was criticized by Mr 
■T S. (now Loid) Meston * If the piovinces depended solely on 
one big item like land revenue, a severe famine might make them 
bankrupt. In his opinion, the financial internals of the imperial 
and provincial Governments were biought as nearly as possible into 
unison by the system of divided heads He also thought that the 
system made for financial stability After a full consideration of 
the question, the Commissioneis resolved not to recommend ‘any 
sudden or violent change ’ m the system of divided heads. How¬ 
ever, they found no objection to convert unduly large fixed assign¬ 
ments into shares of glowing revenue, as they thought that fixity 
of assignments was inconsistent with the expansion of expenditure 
inevitable in provincial services Not only weic existing services 
expanding, but additional financial responsibility (e g m regard 
to lrugation) was likely to be laid on the provincial Governments. 

1 This and the paiagraphs immediately following are summarized Irom the 
Report of the Commi88ion, cli in 
3 op cit., vol. IX, pp. 126-7. 

19 
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In these circumstances they suggested the gradual provinciahzation 
of a divided head like excise or forests. 

§2. Financial Restrictions on the Provincial Governments 

The restrictions on provincial budgeting caused considerable 
friction in the relations between the central and the provincial 
Governments, and a relaxation of them was urged on the Com¬ 
missioners, but without success. They thought that this was a 
necessary corollary of the system of divided heads. ‘ While imperial 
and provincial finances lernain as closely intertwined as at present ’, 
they said, ‘ it is essential that the estimates of the local Govern¬ 
ment should be incorporated in the Imperial budget, and be sub¬ 
jected to levision by the predominant partner ’. 1 They admitted, 
however, that the Government of India should avoid making un¬ 
necessary changes in the estimates of the provincial Governments. 

The claims of eeitain provincial Governments to be allowed to 
levy taxes and bonow on their own account weie also rejected by 
the Commissioners as inconsistent with the constitutional and 
financial fiamework of British India at the time. It was pointed 
out to them that, if the provincial Governments were allowed to 
borrow, they could tap fresh local markets and thus raise money 
for important local piojects which had been long waiting, but the 
Commissioners could find no indication that there was much local 
capital awaiting investment. Strictly speaking, there were no 
separate sources of revenue on the security of which the provinces 
could borrow; the Government of India raised money on the 
security of the whole of the Indian revenues, provincial as well as 
central, and its credit was likely to be undermined if the provinces 
were to borrow on their own account 

The Commissioneis admitted that theie were numerous vexa¬ 
tious restrictions on the liberty of action of the provincial 
Governments in such matteis as new appointments, raising salaries 
and increasing establishments; and they suggested an enhancement 
of the powers of both the cential and the piovincial Governments 
in respect of them. In the case of ‘ piovincial ’ and ‘ subordinate ’ 
services, theie was no need for uniformity between the different 
piovinces, and the recruitment to these seivices need not lequire 
the sanction of the Government of India. They therefore recom¬ 
mended that in the case of those sei vices, the provincial Govern¬ 
ments should be given freedom to abolish appointments or reduce 
the emoluments attached to them, and to create, abolish or reduce 
the pay of certain classes or grades of officers. 

It was admitted by the Commissioners that some of the Civil 
Service Regulations were too rigid and complicated, and that they 
curtailed the freedom of the provincial Governments too much, and 


1 op. cit , vol I, p. 40. 
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they recommended that these rules should be revised with a view 
to relaxing some of the restrictions. Similar proposals were made 
also for increasing the powers of the provinces in regard to public 
works. Concerning ‘ doles ’ they were not prepared to suggest any 
material alteration, although meticulous interference was admitted 
to be harmful. 

It was clearly pointed out that a fundamental difficulty in the 
way of greater relaxation of central control was the fact that the 
Indian legislatures did not have effective control over finance If, 
in the near future, wider powers were given to the Councils (a 
proposal which was then undei consideration), the Commissioners 
were prepared to recommend that the provincial Governments 
should be given greatei contiol over their budgets, and should be 
allowed to tax on their own account, and be given even wider 
latitude in regard to piovmcial and subordinate appointments and 
minor establishments But without effective popular control from 
below they were not prepared to recommend any great relaxation 
of the contiol fiom above The Secretary of State’s powers had 
therefore to be maintained intact, and only minor measures of 
decentralization were therefore practicable in the circumstances. 1 

With a view to effecting the relaxation of central control pro¬ 
posed by them, the Commissioners suggested that a general Act 
of Delegation should be passed If each item u'as separately taken 
up, it would clog the legislative machinery of India with petty 
amending bills for mail) yeais, but a general Delegation Act like 
the Sind Act of 1868 would, they thought, afford a convenient and 
elastic machinery for legislative decentralization 3 

§3. The Permanent Contracts, 1912 

The proposals and recommendations of the Decentralization 
Commission weie long under consideration, and Lord Hardmge 
gave elfect to some of them by means of Government orders and 
resolutions. The Financial Resolution of 1912 and the Local Self- 
Government Resolution of 1915 were two noteworthy attempts at 
restating policy. 

Although the Commissioners did not see fit to recommend any 
radical leform of the quasi-permanent contract system, Lord 
Hardmge in 1912 took the bold step of declaring the settlements 
permanent, and thereby did away with a system which for long 
caused considerable bickeangs between the Government of India 
and the provinces. 

In a dispatch of 1910, 3 the Government of India explained the 
circumstances which called for reform. The quasi-permanent 

1 op cit., vol I, pp 30-1 

3 op cit., vol. I, pp 113-6 The Sind Act iefeired to is Act V of 1868 (India) 
which permits the Bombay Government to devolve upon the Commissioners of 
Sind any functions vested in them by Acts of local application 

* Letter to the Secretary of State, 22 November 1910 (No. 310). 
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settlements of 1904 were, on the whole, successful and they allayed 
friction between the different governments to a great extent; and 
if in some provinces the contracts were disappointing, that was 
due to exceptional circumstances It could not be claimed, how¬ 
ever, that the declaration of quasi-permanency had led to economy 
on the part of the piovinces, as was expected. The continuing 
extravagance was perhaps a legacy from the old quinquennial 
settlements. Or was it due to the prefix ‘ Quasi ’, which implied 
that the settlement might be levised when needed and probably 
had a psychological effect on the provincial Governments? 1 In 
any case, the Government of India definitely decided in favour of 
permanent settlements with the Provinces and disclaimed all in¬ 
tention of profiting by their frugality It was expected that this 
would give the provinces a poweiful incentive for economizing 
their resources. 

However, it was not possible even in 1912 to make an absolutely 
permanent settlement m view of the many distmbing influences 
affecting Indian finance. The conditions undei which modifica¬ 
tions might be made weie gieatly simplified and defined ‘ Wide¬ 
spread famine whose periodical visits still defeat om calculations, 
will have to be met when necessary by special airangements for 
the succour of a distressed province from impel ml funds.’ Nor 
did the central Government foiget their own embairassments ‘ On 
the other hand’, they said, ‘the Government of India may at 
times be compelled to call on the provinces for assistance m case 
of a great war or a great financial cusis ’ Apait fiom these 
special emergencies, the settlements were deilaied to be ‘ fixed, 
ligid, and peinmnent ’. 2 

The Resolution ot L912 also went into the thorny questions of 
budget restrictions and fixed assignments, and greatly lelaxed the 
iron grip ot the central Government on the provinces 

Piovincial budgets weie not in future to be so minutely con¬ 
trolled by the Finance Hepaitment ot the Government of India as 

had been the piactice heretofore Modifications were to be con¬ 

fined to the total revenue and expenditure in the local Govern¬ 
ment’s estimates, and to the figures of the lew major heads in 
which the imperial exchequer had a share Neveitheless, theie 
were still to be some iesttictions. The provincial Governments 

weie not to budget for a deficit in then cimenl revenue and 

expenditure unless the central authority was satisfied that the 
excess of expenditure was due to a wholly exceptional non- 
leetimng cause. If the deficit involved a ieduction of the pro¬ 
vincial balances below the prescribed minimum, suitable arrange¬ 
ments were to be made to lestore it Overdrafts on the general 
finances of India were no longer to be allowed. It for a ‘ special 

' Letter to the Secretary of State, 22 November 1910 

2 Financial Statement foi 1911-12 pp, 15-17 This was promulgated in the 
Resolution of 18 May 1912 
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and temporary ’ reason a province was allowed to overdraw, it 
should be in the form of a short loan from the imperial exchequer, 
for which interest must be paid. But, at the same time, the 
central Government would not pay interest on the provincial 
balances left with them. 

The Government of India admitted the evils of fixed cash 
assignments, especially on account of their unwieldy size, and on 
the lines of the recommendation made by the Decentralization 
Commission they undertook to convert, in whole or in part, unduly 
large assignments into shares of growing revenues as soon as the 
state of the imperial finances permitted ' This was specially kept 
in view in the case of those provinces with an unsatisfactory 
financial position. It was calculated that assignments amounting 
to Rs. 3'5 crores would be thus converted The Government 
hoped that in this way the normal annual growth of the resources 
of each province would be brought much closer to the normal 
ratio of grow’th in its expenditure. 

The practical step taken in 1912 for achieving this end was 
the provineialization of forest revenue and expenditure In addi¬ 
tion to it, excise was provincialized in Bombay and was made 
three-fourths provincial in Cential Piovinces and United 
Provinces Land revenue was made one-half piovincial in the 
Punjab and five-eighths in Burma Certain minoi changes also 
followed 

The Government of Tndia were also prepared to modify slightly 
the conditions under which special giants were made to the 
provinces They accepted the Commission’s recommendations in 
regard to the relaxation of the excessively strict control of the 
central Government over the provincial estimates drawn up for 
the utilization of those grants Nevertheless the Government of 
India found it impossible to leave the provinces to use the grants 
in whatever way they liked ‘ When, for example ’ said the 
central Government, ‘ considerable sacrifices have been incurred in 
order to raise money for education, it could not contemplate with 
equanimity its expenditure upon hospitals or bridges.’ 2 However, 
they undertook to abstain from the minute and meticulous 
examination of the kind deprecated by the Commission. 

The central Government were not prepared to give the provinces 
any power of taxation. It was admitted that such a power was 
indispensable for a really decentralized system of finance, and 
also that in grave emergencies provincial taxation would be 
justifiable. But under existing conditions, no such change was 
possible. 

In another way also, the provincial Governments were given 
some concession. Till 1907 famine relief was wholly a provincial 
charge, and the central Government stejiped in only when a 

1 However there were qualifying conditions (see Resolution, para 6). 

7 See Resolution, 18 May 1912. 
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province had exhausted its own resources. In 1907 a new famine 
insurance scheme was devised, by which the Government of India 
placed to the credit of each province liable to famine a fixed 
amount, on which it could draw in case of famine without trenching 
on its normal resources When this fund was exhausted, further 
expenditure was to be shared equally by the central Government 
and the provincial Government concerned, and in case of grave 
necessity the Government of India were to give further assistance 
to the province from its own revenue. The total amount allotted 
for this purpose annually was -£250,000, which was roughly the 
average annual expenditure incurred on famine relief during the 
previous twenty-five years This amount was annually debited to 
provincial revenues under the head, "Reduction or Avoidance of 
Debt, the share of each province being entered to its reserve of 
credit with the central Government Thus each province could 
accumulate, up to a certain amount, a reserve of credit on which 
it could draw in times of need. 


§4 The Unequal Treatment of the Provinces 

Certain provincial Governments pointed out to the Decentraliza¬ 
tion Commission that there was considerable inequality in the 
distribution of tax-burdens between the different provinces. 
Bombay was formerly the loudest to complain in such matters; 
this time its complaints were as loud as ever, but the cause of 
complaint was no longer unequal treatment—it was handsomely 
treated as compared to the rest of Tndia—but that it was not given 
more autonomous powers Complaints of unequal treatment came 
chiefly from the United Provinces which claimed that it had to 
shoulder much more than its legitimate share of the imperial 
expenses The Government of Madras, never too noisy in venti¬ 
lating its grievances, exhibited an inexplicable forbearance on this 
occasion; for, although non-official witnesses like Mr (afterwards 
Sir) B. N Sarma inveighed against the injustice done to Madras, 
the official memorandum scrupulously avoided any reference to 
its longstanding grievances Yet the Government of India them¬ 
selves admitted in their letter to the Secretary of State in 1910 
that Madras and the United Provinces were ‘ bearing the brunt 
of the financial burden of the Umpire ’. l Tn 1910 the various 
provinces contributed very unequal percentages of their revenues 
to the central Government, but in the case of some provinces a 
large part of the revenue thus contributed returned to them. In 
the following table, column 2 shows the percentage of the total 
revenue collections in the province which went to the central 
Government, and column 3 shows the proportion that the total 


1 Letter from Madras, 22 November 1910, 
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Government expenditure in the various provinces bore to the total 
revenue of the province. 



Percentage 
of revenue 
contributed 
to the central 

Percentage 

Provinces 

of revenue 
spent m the 
Province 


Government 

Madras 

49-23 

57 

United Provinces 

48-77 

60 

The Punjab 

48-10 

84 

Bengal 

36-80 

76 

Burma 

35 07 

83 

Bombay 

34-19 

76 

Eastern Bengal and Assam 

34 19 

72 

Central Provinces 

30 94 

82 


The above table brings out the great inequality of tax burdens 
in the provinces. Bombay and Bengal, the two wealthiest pro¬ 
vinces in India, weie well off The Punjab and Burma made a 
larger propoitional contribution, but this was made up by the 
Government of India spending moie generously in those provinces 
Madras and the United Provinces contributed heavily to the central 
Government’s fisc, but the proportion of levenue spent within 
their territories was the lowest Thus the cential Government 
were carrying out a ledistribution of income between the different 
provinces. 

The unequal treatment in the matter of the provincial contracts 
has already been mentioned According to the terms of the 
contracts of 1904, Bombay received one-half of the revenues under 
the heads land revenue, stamps, excise, income-tax and forests, 
while Madras had one-half of the stamp revenue and only one- 
fourth of the other four Subsequently the matter was pressed 
upon the attention of the Government of India and in 1908, just 
when the Decentralization Commission was touring in India, 
Madras was given one-half of all these items of revenue This 
equality of treatment, however, was shortlived; the permanent 
settlement of 1912 was not favourable to Madras Both Madras 
and Bombay obtained the whole revenue under forests and regis¬ 
tration fees and one-half of various other items, but in the case 
of excise, Madras was given only one-half of the revenue while 
Bombay was allowed to retain the whole of it, less a fixed assign¬ 
ment equal to one-half of the revenue accruing at the time of the 
settlement. The difference was not small; for, had Madras been 
given the same terms as Bombay, its revenue in 1919-20 would 
have been Es. 95 lakhs more than it actually was in that year 1 


1 Parliamentary Paper—East India Constitutional Reforms (Financial Relations), 
C 974 (1920), p. 81. 
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In the matter of grants also, certain provinces were treated 
rather liberally, while otlieis were comparatively neglected. The 
following table shows this fact • 

Total Grants for Education for the Period 1911-12 to 1919-20 

Province Population Recurring Grant 

Madras , . 41J millions Rs 28 50 lakhs 

Bengal . . 451 ,, ,, 41 81 ,, 

Bombay . 19J „ 2145 „ 

Nor was Madras better treated when the opium surplus in 
1910-11 was distributed in March 1911; it received only 11 lakhs, 
out of a total of 147 lakhs for education and sanitation, and 
nothing out of Ns. 104 lakhs distnbuted among the provinces for 
other purposes 1 

The Government of India defended the existing inequalities on 
the ground that they were the inevitable lesult of circumstances 
and not the outcome of any favouritism. The levcnues of India 
constitutionally belonged to the c-ential Government and were 
meant for the administration of the whole country, and it 
was inevitable that the cential Government should diavv additional 
revenue fiom those who weie able to pa) and spend it on those 
who were needy Yet, m their opinion, this policy was not pushed 
to such lengths as ‘ to starve one province m its necessities in 
order to load another with luxuries ’ 2 Any sudden rectification 
ot these inequalities would cause confusion to the provinces. If, 
for instance, a contilbution of only 40 per cent of the total revenue 
of every piovinee were levied by the cential Government, as was 
suggested by certain persons to the Commission, it would have 
resulted in 1 the bankniptc) of the Cential Piovinces, at one end 
of the scale, and at the other an influx of wealth into Madras 
which that piovinee would find great difficulty in utilizing ’ 3 

Of these arguments one certainly had some validity So long 
as Tndia was not a federation, it was perfectly legitimate for the 
central Government to use the i even lies in whatever w r ays they 
deemed essential for the peace and secimty of the Empire It 
was also in conformity with oithodox canons of taxation to apportion 
the tax-burden according to ability to pay. But this point was 
rather neglected by the central Government Bengal and Bombay 
were the wealthiest provinces in India, and what was even more 
material, tlieir wealth was derived from industry and commerce; 
but the burden of taxation fell more heavily on the jioorer agri¬ 
culturists of Madias and the United Piovinces. While land was 
rather heavily taxed, at least in some provinces, industry and 
trade had only light burdens to bear as the income-tax was still 

1 Government of India, Financial Statement (1911-12), p 170 

2 Financial Resolution (1912), para 7. 

3 Letter from the Government of India to the Secretary ol State, 22 Novem¬ 
ber 1910 ' 
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undeveloped. The statistics available for comparing the incidence 
of various taxes are far from perfect, but judging from the figures 
available, there were great inequalities, as between provinces. The 
assessment per cultivated acre was as low as 10 as in the Central 
Provinces, and even in Bombay, it amounted to only Re 1-5-7, 
but in Madras it was Rs. 2-8-11. The statistics of many other 
taxes tell the same tale. The excise on countiy spirits, for 
example, was Rs 11-2-2 per proof gallon in Madras, whilst it was 
much lower in most other provinces. Bengal levied only Rs. 9-13-7 
per gallon, and the levy in Bihar and Orissa was as low as Rs. 4-4-4 
per gallon The tree-tax which hi ought in a levenue of Rs 105 
lakhs in Madras was not levied in several othei provinces. Madras, 
again, retained the medkcval system of levying tolls, which brought 
in Rs. 25 lakhs. Nor was the level of income-tax lower in Madias 
than in other provinces, as was often supposed. This is clear 
from the fact that the Nattukottai Chettiars who did business both 
in India and in Burma preferred to pay their income-tax in Burma, 
as those shrewd businessmen found that they could escape two- 
thirds of the tax thereby. 1 In the case of local taxation also, there 
were inequalities in the but dens borne by the different provinces 
In the following table, the eompaiative bin den of land revenue per 
acre of cultivated land and the per capita Inn den of local taxation 
in the different provinces 1915-10 are shown 



Land 

revenue 

Local 



burden iter 

taxation 


cultivate< 

/ acre" 

per 

head 3 


Rs 

as 

ps 

Hs 

as ps 

Madras (ryotvvari) 

2 

8 

J1 

0 

6 

1 

Bombay (ryotvvari) 

1 

5 

7 

0 

6 

3 

Bengal (zammdari—permanent) 
United Provinces 

0 

15 

10 

0 

3 

8 

Oucfli } ( zamin( ^ an —temporary) 

{ 1 

13 

15 

8 ] 
3 J 

[ 0 

3 

8 

Punjab (zam i ndari—ternporary) 
Bihar and Orissa (zanundaii— 

1 

12 

1 

0 

0 

9 

permanent) 

Central Provinces (zamindan— 

0 

7 

11 

0 

3 

8 

temporal y) 

0 

10 

0 

0 

4 

6 


The Government of India feared that a revision of the existing 
settlements on an equitable basis would produce 1 an influx of 
wealth into Madras which that province would find great difficulty 
in utilizing ’. Apparently the central Government assumed that 

1 This is based on an estimate by the Collector of Ramnad Letter from tbe 
Government of Madras to the Government of India, 1 .Tune 1920, Annexnre 3, 
para 19. See Parliainentaiy Paper (C 974), 1920, p 32. 

1 Agricultural Statistic! of India (1915-16), vol I, pp 8-9 
s Statistics of British India (1919), vol. IV, p 200. 
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expenditure in Madias liad been already pushed to the highest level 
needed for normal efficiency. Yet the facts were quite the reverse. 
With a population of 41J millions, Madras spent only Rs. 9*60 
crores in 1919-20, whilst Bombay with a population of 19J millions 
spent Rs 10-52 crores The expenditure per head of population 
in Madras on education, police and medical relief was less than 
half that of Bombay, and this was more or less true of sanitation, 
and certain other lmpoitant heads also As the Government of 
Madras put it in the letter aheady cited ■ ‘Progress has been 
delayed in almost every direction There is only one elementary 
school for boys for 681 of the total male population Thete is 
only one qualified teachei for 68 boys under instruction There is 
only one drainage scheme outside the Presidency town, which 
itself is only partially drained The benefits of water supply have 
been extended only to 27 out of 75 municipalities. There is only 
one qualified medical piactitionei for every 22,000 of the popu¬ 
lation 11 Thus, by starving the most essential public utility 
services Madras contributed liberally to the imperial exchequer. 
Further, the salaries in the subordinate services were lowest in 
Madras, and had not been raised to make up for the increased cost 
of living. 

One cause of the lower level of expenditure m Madras was the 
tdatively larger size of districts, and consequently the smaller 
number of collectors, pidges and medical officers in that presidency 
The following table will illustrate the extent of the expansion of 
administrative machinery in the different provinces 2 




Average 

Average 

Province 

Number of 

population 

area per 

districts 

per district 

district 



(millions') 

(sq miles) 

Madias 

25 

1-86 

5,600 

Bombay 

26 

•84 

4,730 

Bengal 

28 

1-79 

2,821 

United Provinces 

48 

4-01 

2,229 

Punjab 

30 

•78 

3,300 


To have more policemen, registration offices, and court houses 
may be a doubtful blessing for any country, but to have more 
schools, experimental farms, lrngation works and hospitals can 
only mean greater social welfare When districts and divisions 
are too large, administration cannot be of an intensive type, 
and such districts, naturally, develop too slowly. Besides, the 
officers in the undermanned districts are necessarily overworked, 


1 Letter, 1 June 1920, Annexure 3, para 22 


ibid , para 23 
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and that generally means a lack of efficiency and an imperfect 
contact between officers and the people 1 

These facts had been repeatedly brought to the notice of the 
authorities by the public as well as the Government of Madras 2 
"But nothing substantial was done to remove these inequalities till 


§5. Changes in the Budget System 

Although the Indian Councils Act of 1892 provided that the 
annual budgets of the provinces should be presented and discussed 
in their Legislative Councils, this did not involve anv real control 
of finance by the representatives of the people, as the Council had 
for long an official majority Members could make observations 
on the budget, and this they did freely; but they had no light to 
move resolutions or to divide on any proposal However, two or 
three days were set apart for the discussion of the budget, and 
the members took full advantage of it. 

The Indian Councils Act of 1909 not only provided for non- 
official majorities in the Provincial Legislative Councils and 
substantially reduced the official majority in the Central Legislative 
Council, but also gave the members of both the Legislatures the 
right to move resolutions and to divide on them However, certain 
heads of revenue and expenditme were excluded from discussion 
by the Legislative Council The pt incijral heads of revenue thus 
excluded were customs, stamps, court fees, assessed taxes and 
tributes from Indian states, and the piincipal heads of expenditure 
excluded were army and marine chaiges, interest on debt, assign¬ 
ments and compensations, and territorial and political pensions 

The Financial Statement of the central Government was con¬ 
siderably modified under the Act of 1909 Pait T of the Statement 
thus came to include, besides the speech by the Finance Member, 
a statistical statement of (1) the closed accounts of the pievious 
year, (2) revised estimates of the year just, coming to a close, and 
(3) the preliminary forecast for the coming year. Part II, the 
explanatory memorandum by the Financial Secretary, was also 
amplified with fuller details of revenue and expenditure The 
budget procedure w r as also elaborated and systematized Tt con¬ 
sisted of five stages. The first was the introduction of the budget 
at the close of February; next came the consideration of fresh 

1 See O'Connor, Judicial and Administrative Statistics of British India, where 
lie shows that in Madras each Collector had to collect, on an a\eraue Rs 28 lakhs 
of land revenue and cesses, in Bomhav Its 17 lakhs, m Bengal Rs 9 lakhs Thus 
a Madras Collector’s responsibility was almost three times that of a Bengal Col¬ 
lector This was the cause of the hard woik complained of bv the Madras officers 
to the Decentralization Commissioners and lo tins was attributed the loss of 
contact between the officers and the people [ Dec Comm Proceedings, vol II 
(Madras), pp. 242, 247, 249] 

2 Madras Chamber of Commerce (Annual Volume), 1897, pp 207-15, 1900, pp 
81-2, 1901, pp. 129-37; the Public Memorial from Madras to the Viceroy, 
2 September 1901 (Parliamentary Paper, C 947 of 1920), pp. 83-5. 
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proposals. Then the whole Council went into Committee and an 
official Member explained the figures under each of the major heads 
of account winch were open to discussion. At both the second and 
thud stages, members could ask for further information and move 
Resolutions. Such Resolutions would be discussed and the 
Council could divide on them Aflei this came the fourth stage, 
the presentation of the budget in its final fonn incorporating the 
modifications agreed upon, and with it was delivered the speech 
by the Finance Member Finally, there was a general discussion 
at an adjourned meeting of the Council, and the Finance Member 
and the Piesident of the Council made their final speeches. 

Thus, m fonn, the budget proceduie was elaborate, but in 
reality, the financial adnnnistiation was entirely controlled by the 
Government 



CHAPTER XXIII 


FINANCIAL DEVELOPMENTS, 1005-20 

Import\nt changes took place, between 1005 and 1020, in the reve¬ 
nues and cxpendituie of the governments in India The incieasing 
outlay on education, agiiculture and other social seivices involved 
considerable additions to the civil plunges, while the iorganization 
of military services and the Woild War of 1014-18 swelled the 
expenditure on defence The oldci heads ot levenue— land levenue, 
opium and salt duty—proved to be incapable of meeting the strain, 
but the newer sources like customs and income-tax wrie made to 
yield larger amounts The excise revenue a No expanded In this 
way a modern system of revenue was evolved in India during the 
penod under survey. The years between 1905 and 1920 tall into 
two well-marked periods pie-Wai (1905-10) and War (1914-20). 

$1 Pre-War Period 

The impetus given by Lord Curzon to agricultural reseauli 
and to educational and police letorm was maintained under Lord 
Minto and Lord Haidmge In 1905 permanent annual grants 
were made to the provincial (iovermnents tor the improvement 
of primalv education (£230,000), for police lefoim (£333,000) and 
for the development of agricultural research (£133,000') These 
grants were subsequently increased and thus the provinces were 
enabled to spend more on those sei vices Similar h, permanent 
grants amounting to £377,000 a year were also made to Distiict 
and Local Boaids all over India The famine insurance scheme 
adopted m 1907 also inci eased the buidens ot the central Govern- 
ment On the defence side, the implementing of Loid Kitchener’s 
scheme for the reorganization of the at my cost the Government 
moie than £2,000,000 annually toi some veais 

While expendiluie was thus glowing, the older heads of 
revenue were either stationary or falling. Opium was the most 
vulnerable of the revenue sou ices ot India, as it depended hugely 
on consumption outside the countiv. From 1907, agreements vveie 
made with China for the giadu.il diminution and ultimate extinc¬ 
tion of the export of Indian opium to China Bv (he first 
agreement (1907), total exports from India, weie to he limited to 
61,900 chests in 1908 and to be reduced by 5,100 chests m each of 
the succeeding years. By anothei agreement (1911), Government 
were to issue a certificate for each chest expoited and provision was 
made for an early cessation of the exports to China Tire quantity 
exported to China thus fell rapidly from 1908. In order to make 
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up for the consequent fall of revenue, the customs and excise duties 
on liquor, and the customs duty on tobacco, silver and petroleum, 
were increased in 1910. However, this revenue did not immedi¬ 
ately show a corresponding decline, owing chiefly to the rise in 
the price of opium and to the fall in its cost of production. Thus 
revenue rose for a time; and these windfalls were utilized for 
ieducing debt and making huger grants for expenditure on educa¬ 
tion. After 1912, the cxpoits became much smaller. 1 

The revenue from salt recorded a steady decline during the 
period. Taking advantage of the senes of budget surpluses after 
1900, Indian leaders like G Iv Gokhale earned on a persistent 
agitation for the i eduction of the salt tax, and the Government 
reduced the duty successively from Rs. 2-8 a maund in 1900 to 
11s. 2 in 1903, Re 1-8 m 1905 and finally to Re. 1 in 1907. These 
leductions m duty led to a legulai decline m revenue and the 
mciease in consumption, although laige, was not enough to make 
up for the falling rates 

The revenue ironi piovineul lates also declined considerably, 
owing to the abolition in 1905-6 of seveial of the cesses under 
this head and owing to the disappeaiance ol otheis which had 
been translened to local funds. 

As foi land levenue, an increase was possible only in tempo- 
lauly settled tracts, and even there the levenue as a whole remained 
more oi less stationaiy owing to the pievalence of unfavourable 
agricultural conditions in one pait of the countiy oi another. 

There was, however, an linpiovcment m the customs, excise, 
income-tax and lailwaj revenues Evidently there was a great 
muease of trade, both external and internal, dunng the period, 
and this enabled India to modernize her tax system. The increase 
of customs revenue was largely due to the gieat expansion of 
foieign trade dining the petiod, as will Ire cleat fiom the following 
table . 2 



Year 



Imports P 

Exports £ 





(000) 

(000) 

Aveiage of 

1880-1 

to 

1884-5 

33,754 

52,964 


1885-6 

to 

1889-90 

40,798 

59,168 


1890-1 

to 

1894-5 

45,647 

67,623 

,, 

1895-6 

to 

1899-1900 

46,956 

69,100 

J J 

J 900-1 

to 

1904-5 

55,745 

87,336 


1905-6 

to 

1909-10 

. 77,297 

111,943 

1910 - ii 




86,236 

137,081 

1911-12 




92,383 

147,878 

1912-13 




. 107,327 

160,899 

1913-14 




. 122,165 

162,800 


The enhancement of rates was also partly responsible for the 


1 Moral and Material Proqrr&i Report, 1011-12, pp 190 1, 195. 

2 ibid, 1911-12, p 285, 1912 13, p 67, and 1913-14, p. 66. 
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increase in the customs revenue. In 1906 the duty on imported 
spirits and liquors was raised from Rs 6 to Rs. 7 per proof gallon. 
In 1910, on account of the apprehension of a tall in the opium 
revenue, further enhancements were made in the duties on liquor, 
tobacco, silver and petroleum. 

During the same period the excise revenue also increased con¬ 
siderably When the import duties on liquois weie raised in 1910, 
the excise duties on them were also incieased. Thus the excise 
revenue rose from £4,000,000 in 1901-2 to £8,456,771 in 1913-14 
The increase under stamps was also substantial, especially after 
1910, when the rates were raised 

Till 1900, the Railways wete a souiee of embarrassment to the 
Government of India But fiont that >eai a net profit accrued 
to the State from then working By TU3-I4, the icvcnue fiom 
the Railways had risen to £4-7 millions annually 

The penod under survey was on the whole a piospeious one 
and, except in 1907-8 and 1908-9, theio weie substantial surpluses 
in the central budget It was theretoie possible to distribute the 
large giants for provincial expenditure mentioned above. 

§2. Indian Finance rlurini) the War' l non anti Revenues 

The period 1914 to 1920 was one ot heavy taxation, high prices 
and an embanassing financial position This was chiefly the 
result of the Woild War of 1914-18 Apart fiom making a hand¬ 
some contribution (£100 millions') to (heat Britain lor war 
expenses, India had also to make laige additions to hei own 
military expenditure The expenditme on defence rose from 
£‘20 , 2 millions in 1913-14 to £60 7 millions in 3920 Even aftei 
the conclusion of peace the defence charges went on increasing 
owing to the reorganization of the Indian Army, the Afghan wai 
and the operations against the lestless tribes on the North-West 
Frontier. As a result the expenditme on military services came 
to nearly Rs 70 crores in 1921-2 At the same time the civil 
expenditure also increased, using from £16 millions in 1933-14 
to £23 - 7 millions m 1919-20 This was mainly due to the increase 
of prices and the inci eased expenditme it involved on establish¬ 
ments and salanes. The following table shows the budget position 
m regard to the civil and military services • 



Total 

Total 

Surplus ( + i 

Milua)) 

Y ear 

reven lie 

£ 

1 expenditure 
£ 

or 

IVtint ( —) 

£ 

chaiges 

£ 

1913-14 

85,207,175 

82,891,752 

+ 2,312,423 

21,265,765 

1914-15 

81,157,666 

82,942,936 

-1,785,270 

21,809,603 

191516 . 

84,113,537 

85,602,198 

-1,188,661 

23,503,093 

1916-17 . 

98,050,430 

90,572,260 

+ 7.478,170 

26,566,757 

1917-18 

112,602,347 

104,575,273 

+8,087,071 

30,763,650 

1918-19 

123,257,744 

127,078,153 

-3,820,409 

46,830,210 

1919-20 ,. 

131,657,287 

117,425,876 

-15,768,589 j 

60,688,699 
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As the Wai was not expected to last very Ion#, the budget 
deficit for 1914-3 5 was met by temporary borrowing, but it, became 
clear befoie long that additional taxation was essential and it was 
soon imposed, in the meantime, however, there was considerable 
borrowing at high lates of interest The public debt of India 
which stood at about Its 500 (lores in 1914 lose to about Rs 700 
cioies by 1919, and the inteiest chaiges increased from £T5 
millions in 1913-11 to 1*8• 9 millions in 1919-20 The increase was 
pnncipally due to the annual eliaige on India’s war contribution 
of £100 millions 

Raising additional ie\enue fiom taxation is exceptionally diffi¬ 
cult m a country like India which still depends so largely on 
agriculture. The scope for direct taxation—the sheet-anchor of 
wai finance—is therefore very limited Nor weie there better 
prospects of increasing the revenue lrom indirect taxation at the 
outbreak of the Wai Customs revenue had indeed been steadily 
rising owing to the rather tapid expansion of foieign tiade But 
the Wai placed a serious impediment, on the ftec flow of trade 
As a lesult pa 11 1y of the dislocation caused hv the War and paitly 
ot the le&tnctions niifiosed on trade in the inteiests of the Allies, 
theie was a lapid shimkage in the sea-borne tiade of India soon 
after the War biokc out The imports fell in value from 
£T22 millions m 1913-14 to £87*5 millions in 1915-16 and the 
exports fell liom £162-8 millions to £128 3 millions in the same 
penod The customs revenue also tell fiom £7-5 millions in 
1913-14 to £5 8 millions in 1915-16 

The situation was indeed seiious, but Sir William Meyer, the 
resourceful Finance Membei, handled it dexterously The general 
import t-antf of the country still lemained at 5 per cent , as laid 
down by tlu Indian Taulf Act ol L804 In 1916 the geneial 
tariff was laised to 7' pei cent ; (lie i.ile ot 1 pei c-ent on certain 
classes of non and steel goods was raised to 21 pei cent, and 
impoit duties wclc imposed on tailway m.itei nils which had 
hitherto been fiec* The impoil duly of 31 per cent ad valorem 
on woven goods was not levised The question of nosing it was 
consideied, hut the stiong opposition fiom Lancashite pi evented it 1 
Ail expoit duty had alieady lieen levied on nee, export duties 
on 111 1e and tea wete added in J916 Special impoit duties were 
lew led, on sugai at 10 pei cent , oil silvei bullion and coin at 4 as 
pei o/ , on silver manulactines at 15 per cent (induced to 10 per 
cent in Maich 1917), on coal at 8 as. a ton, on aims and ammu¬ 
nitions at 20 pen cent , on c-igais and cigaiettes at 50 pel cent., 
on petroleum at, 1 anna 6 [lies per impenal gallon, on petrol at 
6 as pei gallon, and on spirits at vaiymg lutes but generally at 
Rs. 11-4-0 per imperial gallon. 

There were further mcieases in the taut! m 1917. The import 
duty on cotton goods was fixed at 1\ pel cent, ad valorem. The 


Budget Statement (1916-17), pp. 13-14. 
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export duty on jute was also doubled. The raising of the import 
duty on cotton goods, without a corresponding increase in the 
countervailing excise duty caused heart-burnings in Lancashire, 
but the Government of India effectively put forward the plea that 
an increase in the duty was necessary to enable India to pay the 
War contribution The result was a sharp use in the customs 
revenue, from £5-8 millions in 1915-16 to £15 millions in 1919-20. 
These high import duties were reduced after the War, as we shall 
see later. 

Another source to which the Government turned toi additional 
revenue was the income-tax Till then the revenue fiom income- 
tax hardly amounted to £2 millions Peisonal incomes above 
Rs. 1,000 were subject to tax, but the rates were the same for all 
incomes In 1916 the rates on incomes above Rs. 5,000 were 
placed on a progressive basis ranging from six pies to one anna in 
the rupee The profits of companies and the interest on securities 
which hitherto paid 4 pies if below Rs 2,000 and 5 pies if above, 
were also made subject to the enhanced rates, but an abatement 
was allowed in the case of the smaller share-holders and security¬ 
holders Over and above the ordinary income-tax, a super-tax was 
also levied from 1917-18 on incomes above Rs 50,000, at rates 
rising from one anna in the rupee to three annas In 1920 the 
super-tax was brought into relation with the ordinary income-tax 
and began to be levied at a flat rate of one anna in the rupee on 
the whole income of companies and firms in excess of Rs. 50,000. 
The prolongation of the War and the increasing expenditure it 
entailed led to the levy, in 1919, of an excess profits duty on all 
businesses which made a return of profits exceeding Rs. 30,000, 
with the exception of agriculture, salaried and professional 
employments depending upon peisonal skill, and concerns which 
already paid the excess profits duty in the United Kingdom 
Excess profits were defined as the diffeience between the 
profits letnrned in 1918-19 and the average of the profits 
returned in the two pre-Wai years and the first two years 
of the War, and the levy was half the excess But this 
levy was made only for one yeai and was not renewed in 
1920. As a result of these enhancements, the revenue fiom 
income-tax rose fiom £2 millions in 1913-14 to £15-5 millions 
in 1919-20 

The revenue fiom railways also expanded dining the period. 
Owing to the great me tease m the demand foi taanspoit facilities 
for munitions purposes and movement of tioops, the existing rolling 
stock was used to its lull capacity, and railway receipts mounted 
up. The increase of railway traffic was also paitly due to the 
shortage of coastal shipping and the greater activity of internal 
trade resulting from the increased production of war materials for 
export to the allied countries. In this way the net receipts of 
railways increased from £15-8 millions in 1914-15 to £21-3 millions 
in 1919-20. 

20 
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The revenues from opium and salt were also made to expand 
to some extent during the war. By the agreement of 1911 the 
opium trade with China came to an end in 1915, and the revenue 
from opium fell to the low figure of £1‘5 millions in 1914-15. As, 
however, the Turkish supply was cut off at this time, the Govern¬ 
ment of India were able to nourish the European market for Indian 
opium Arrangements were also made foi the supply of Indian 
opium to the Straits Settlements, Hongkong, Hutch East Indies, 
Siam and other parts ot Asia. Thus the opium revenue increased 
to ;£3 - 3 millions in 1918-19. 

The attempts at increasing the levenue fiom salt were not 
equally successful. In 1916 the tax was laised to lie 1 per maund 
in India and the same rate was intioduced into Burma in 1917. 
But the increase in revenue was small, as may he seen from the 
table below, which gives in a nutshell the increase of revenue 
under vanous heads 



(In 

(totes of Rupees) 

Revenue Heads 

1914-15 

1 

1917-18 

i 

1920-1 

Land revenue 

31 8 

32 4 

32 0 

Provincial rates 

06 

03 

04 

Income-tax 

3 05 

9 50 

22 2 

Customs 

9 4 

16 5 

31 9 

Salt (net) 

5 4 

7 7 

58 

Opium (net) 

1 5 

2 9 

2 3 

Exuse 

13 2 

15 1 

20 4 

Railways (net) 

33 

14 9 

5 6 

Total revenue . . 

121 7 

1 1<)7 3 

i 

204 9 


§3 Features of War Finance , 1914-19 

The War exposed the Indian financial system to a serious 
strain and created various difficulties in regard to currency, 
foreign exchange and public debt Bunng the War, the Govern¬ 
ment had to raise large revenues and make extensive disbuisements; 
owing to an excess ot exports ovet linpoits the balance of trade in 
favour of India incieased abnormally and this led to the issue 
of vast quantities of currency notes against umeahzable paper 
credits in London. Thus the note issue was made practically 
inconvertible for a time. The abnormal demand for India’s staples 
and the large increase in the quantity of money led to a price boom 
with all its ugly economic and social consequences Consequently, 
there was an unprecedented demand for silver whose price soared 
to dizzy heights and owing partly to this and partly to the abnormal 
trade situation, there arose wide fluctuations in the rupee exchange 
which adversely affected Indian trade and industry at a critical 
time. Owing to the soaring silver prices, the Indian currency 
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system was brought to due straits in 1918, and possibly a declara¬ 
tion of inconvertibility would have followed had it not been for 
the Pitman Act of the United States, which enabled India to 
purchase 200 million ounces of silver from that country and thus 
weather the storm. 

As soon as the War broke out, theie was a mn on the Post 
Office Savings Bank, the treasuries and the Currency Offices 
The Government met these demands fully and promptly and 
handled the situation dexterously But other difficulties lay ahead. 
The Government’s ways and means operations caused consider¬ 
able anxiety. No doubt the Government had in the last resort 
ample resources to draw upon both in India and in England, but 
the money did not he wheie it was wanted The Go\einment 
balances were locked up in a huge numbet ot independent treasuries 
scatteied all over the countiy, and only a small part was kept in 
the Presidency Banks This aggravated the Government’s diffi¬ 
culties besides increasing the seasonal monetary stringency in the 
countiy 

An embariassing situation was created b\ the large disburse¬ 
ments in India on behalf of the Butish Austialian and East 
African Governments amounting in all to ovei £240 millions during 
1914-19, and In the heavy selling o( Council Bills to finance the 
swelling exports The principal lesomees which the Government 
used tor meeting these demands weie (1) the accumulated surpluses 
of the central and provincial Governments, (2) War loans raised 
in India including the Post Office Cash C'eitificates, (3) the issue 
of short teim Tieasury Bills fiom 1917-18 matunng in 3, 6, 9 and 
12 months, (4) the expansion of papei rm renc-\ against the holding 
of British Treasuiy Bills in London and later against ‘created’ 
secmities, and (5) the coinage of silvei remitted by the Secretary 
of State and by the Government ol the United States under a 
special anangenient as mentioned above 1 

Some valuable lessons were learnt by the Government ot India 
during the crisis ot L914-19 The most impoitant of them from 
our point of view were m regard to borrowing Till the War 
broke out, whenever a loan of consuleiable size was contemplated, 
the Indian Government invariably turned to the English 
money market on the giound that loans could be raised at 
lower rates of interest in England than in India and that 
the ‘ shy ’ capital of India could not be brought out by oidinary 
modes of coaxing Dining the War the resources of the English 
money market were fully employed by the British war demands 
and it was not therefore possible for the Govei nment of India to 
float loans in England. Sheer necessity therefore compelled the 
Government to raise loans in the Indian money market, but the 
attempt was by no means disappointing. Before the War, rupee 

1 8. G. Panandikar, Economic Consequences of the IVar for India (1921), 
pp. 179-220. 
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loans did not exceed Rs. 3 crores in any one year, but in 1917 
the Government raised an amount of Rs. 53 crores, followed by 
Rs. 57 crores in 1918 Thus the strength and potentialities of 
the Indian monet maiket were proved beyond doubt. This was 
in many wavs an important revelation and it has turned out to 
be gratifying to both England and India 

For the moment however what interested the Government most 
was that it could pay India's war contribution and could obtain 
funds for financing war expenditure within the country. It was 
also realized that the people of the country would benefit by the 
interest on the loan being disbursed in the country. 1 Other 
important consequences soon came to light Hitherto the subscrip¬ 
tions to the loans raised in India had come for the most part from 
a few banks and financial houses The loans were allotted on 
tender, and it was therefore hatdly possible for small investors 
to subscribe to them As earl} as 1917-18 the Finance Member, 
Sir William Meyer, dwelt on the need for ‘ creating opportunities 
for the small investor—a class which has been too neglected in 
India’ ' The issue in 1917 of Post Office Cash Certificates for 
very low amounts made it possible for men of small means to 
invest in war loans. Other loans also were within the means of 
the smaller investor The result was a large increase in the 
number of people who were holders of Government securities. 
In 1917 the number of investors, excluding purchasers of Cash 
Certificates, was 155,103; whilst 227.706 persons subscribed to 
the 1918 loan 

Sir James Meston, who followed Meyer as Finance Member, 
fully realized the significance of these new developments In 
his Financial Statement for 1919-20. he wrote ‘ It is clearly of 
the highest importance that we should do all we can to retain 
and if possible increase, our new clientele and so foster the seed 
which we hope we have sown In the first place, India, if she 
is to exploit to the lull her vast natuial resouices, will require a 
large outkvy of capital both b\ (he Government and by private 
enterprise, and fox this purpose a stead} stream of investment 
within India is essential Secondly, the gradual spread throughout 
the country of a habit of investment will help to divert to fruitful 
puiposes India’s sterile hoard of precious metals to the mutual 
advantage of the individual and the State Thirdly, the effect of 
the substitution of investment foi hoarding will minimize India’s 
demand for fntme additions to her metallic cuuency and thus help 
to solve one of the most pressing problems in front of us Progress 
in this direction must, I need hardly say, go hand in hand with 
the very necessary development and extension of banking 
facilities ’ 3 

Another financial innovation dunng the War was the issue of 

1 Financial Statement (1918-19), p 23 

3 Financial Statement (1917-18), p 73 

" Financial Statement (1919-20), p. 15. 
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Treasury Bills, the need for which arose in connexion with the 
large disbursements on behalf of the British War Office and the 
heavy sale of Council Bills in London The issue of Treasury 
Bills has since become a normal feature of Indian finance and 
its advantages need not be described here. 

In spite of such timely measures of increased taxation and 
financial adjustment, the year 1918-19 closed with a deficit of 
Rs. 6 erores and in the year 1919-20 the deficit amounted to Rs 24 
crores For the time being, however, boom conditions prevailed; 
the foreign demand for India’s produce was still strong - , and as a 
result there was a large balance of trade in India's favour and the 
rupee exchange ruled high. But the boom soon collapsed, as 
we shall see presently 



CHAPTER XXIV 

FIRST STEFS TN RESPONSIBLE GOVERNMENT 

§1 An Essential Condition for Devolution 

The inquiries of the Decentralization Commission made it clear 
that no further advance in financial decentralization was possible 
until government in Tndia came under some degree of popular 
control It was generally agreed that, in the interests of efficiency 
as well as harmony, provincial Governments should have greater 
financial powers, but no devolution was possible so long as they 
were managed and controlled so completely by officials The 
British mind has always been suspicious of bureaucratic control, 
and this was the psychology behind the constant watch kept on 
Indian governments by the Secretary of State—a vigilance which 
grew in intensity with every increase in governmental activity tn 
India This was also the chief motive behind the interference 
by Parliament in Indian affairs, and there have always been public 
men m Britain vigilantly following the tiend of developments in 
India Parliamentary intervention in Indian affans has not 
always been beneficial: but m many cases it was due to a desire 
not to give a free hand to a bureaucracy opeiating in a distant 
country In these circumstances. Parliament guarded jealously 
its right to keep a strict contiol over the governments m Tndia 
Tt is interesting to note that Indian opinion was nearly m unison 
with Bntish opinion m this matter The successive measures of 
financial decentralization did not excite am gieat enthusiasm 
among Indian political Jeadeis; the\ held that the transfer of 
power sought was merely from one official Government to another, 
and although they realized that financially autonomous provincial 
Governments would work more effectively for the material deve¬ 
lopment of the country and thus ensure a more rapid growth of 
social services like education and sanitation, thev nevertheless 
were against giving gieater (lowers to the provincial Governments 
until they were deofficiahzed to a considerable extent This was 
the reason why the Indian witnesses before the Decentralization 
Commission were lukewarm in their advocacy of increased powers 
for the provincial Governments The exclusion from their terms 
of reference of the question of relaxing Home control, which 
Lord Morley insisted upon, made it impossible for the Commission 
to diagnose the disease properly and suggest any radical remedy 
On this ground Sir Pherozeshah Mehta, perhaps the foremost 
Indian leader of the day, even declined the invitation to submit 
his views to the Commission. ‘ No official decentralization standing 
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by itself would be of much benefit,’ he wrote, ‘unless it were 
safeguarded by such checks as could be provided for by measures 
of publicity and popular control.’ ‘In some respects,’ he added, 
‘ large powers in the hands of local officials, unless so guarded by 
checks, might prove more oppressive than at present.’ 

Gopal Krishna Gokhale and Bal Gangadhar Ttlak, leaders 
respectively of the moderate and the extremist wings of the 
national movement, appeared before the Commission, but expressed 
the same views as Mehta. Gokhale feared that ‘ local despotisms ’ 
might arise in the provinces and districts if popular control was 
not provided for. He agreed that the Collector’s position was 
being impaired by various influences, but he would not recommend 
any increase in that officer’s powets unless he was associated with, 
if not controlled by, fiopular representatives 1 Tilak saw in the call 
for greater decentiahzation ‘ the cry of local officers to get a freer 
hand ’, and he flatly denied that the Indian public were interested 
in such decentralization Sir B N Saima was not prepared to 
recommend any relaxation of central financial control, ‘until the 
people were in a position to have a voice in questions of taxation 
and expenditure ’ 2 

But how and when were the Indian people to obtain control 
over their governments 0 On this point opinion differed among 
British admin, stiators in India In earlier davs, benevolent 
officers like Sir Thomas Munro and Sir M. Elphinstone had no 
doubt that thev were onlv preparing India for future self- 
government, and seveta! others repeated similar generous senti¬ 
ments in the course of the nineteenth century Lord Ripon went 
farthest among them all His faith in popular government was 
too robust to be disturbed bv the social and political impediments 
to the growth of democracy in India, and he doelaied unequivocally 
that the Government’s purpose in increasing the responsibilities 
of municipalities and local boards was to give the people political 
training 3 

But other administrators, equally disinterested, seriously 
doubted whether India would become fit for self-government at 
any conceivable date They were more impressed bv the absence 
of national unity, the frequency of Hindn-Muslim riots, the low 
level of education among the common people, and in particular 
the vastness of the countrv and its population Sir Henry Maine 
expressed the view that, ‘ Human experience affords us no ground 
at present for supposing that the institutions of popular govern¬ 
ment . are capable of being applied at all to numbers expressed 
by such figures ’ (as in India). But, Maine was no friend of 
popular government and was a severe critic of it even in Western 

1 For Gokhale's views, see Decentralization Commission Proceedings , vol VIII, 
p. 305 

1 op cit , vol. II (Madras), p 305. 

* Ripon wrote in 1881 ‘ I get more radical every day, and the effect of despotic 

power has so far been to strengthen my liberal convictions.’ Wolf’s Ripon, II 
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Europe. He considered it as a passing phase m human develop¬ 
ment. But it may be remarked that fitness for popular government 
is not an essential condition for self-government 

Although the distant goal was not at all clear, efforts were made 
from 1861 to give the people of India a growing share in the 
government of the country A few nominated Indian gentlemen 
sat in tlie Indian Legislative Council from 186], and from 1892 
their numbeis increased and sonic of them were selected from cer¬ 
tain public organizations It was clearly stated that the object of 
adding these few Indian inembeis to the Council was not to give 
them political training but to obtain the benefit of their criticism 
on the legislative measures contemplated by the Government from 
time to time. The Legislative Councils in those days did not 
discharge any deliberative functions, they only made laws 

In 1909, the number of Indian members m the Legislative 
Councils was largely increased and most of them were elected. 
An Indian Member was appointed to the Executive Council of 
the Viceroy All this nas done, not with a view to the intro¬ 
duction of a Parliamentary system of government in India, but 
to satisfy the ambition of educated Indians and thus ‘ to fortify 
the basis of authority on which peace and order and all the 
elements of public good in India depend ’ 1 Lord Morley, the 
author of the reforms of 1909, flatly denied that it was his 
intention to introduce a parliamentary system into India, and he 
went to the extent of declaring that, even if his life were pro¬ 
longed to twenty times its normal length, he would never make 
that system the goal in India However, under the reforms intro¬ 
duced by him, the provincial Legislative Councils were so consti¬ 
tuted that they could not be expected to work smoothly, Many 
of them had non-official majorities and, since tliev were given the 
power to criticize, it, became difficult to withhold indefinitely the 
right to control policy 

§2 The Durbar Dispatch 

The Coronation Durbar of December 1911 was made the 
occasion for an important pronouncement on Indian policy by His 
Majesty the King-Emperor It contains in germ the principle of 
provincial autonomy, and may be quoted in full 

The maintenance of British rule in India depends on the ulti¬ 
mate supremacy of the Governor-General in Council, and the Indian 
Councils Act of 1909 itself bears testimony to the impossibility 
of allowing matters of vital concern to he decided by a majority of 
non-official votes in the Imperial Legislative Council Nevertheless 
it is certain that in the course of time the just demand of Indians 
for a larger share in the government of the country will have to be 
satisfied and the question will be how this devolution of power can be 


1 Report on Constitutional Reforms (1918), p 48. 
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conceded without impairing the supreme authority of the Governor- 
General in Council. The only possible solution of the difficulty would 
appear to be gradually to give the provinces a larger measure of 
self-government, until at last India would consist of a number of 
administrations, autonomous in all internal affairs, with the Govern¬ 
ment of India ubove them all and possessing power to interfere in 
cases of misgovernment, but ordinarily restricting their functions to 
matters of imperial concern In order that this consummation mav 
be attained, it is essential that the Supreme Government should not 
be associated with imv particular piovineial Government The 
removal of the Government of India from Calcutta is therefore a 
measure which will in our opinion inatenallv facilitate the growth of 
local self-government’ on sound and safe lines. It is geneiallv recog¬ 
nized that the capital of a great central Government should be 
separate and independent, and effect lias been given to this principle 
in the United States, Canada and Australia. 

This pronouncement contains thiee (onnected ideas (1) that 
the just demands of Indians for a greater share in government can 
be met m the provincial sphere; (2) that therefore provincial 
autonomy should be the goal to be aimed at, and (3) that the 
establishment of the capital in a terntoiy outside provincial limits 
would he a necessary step towards provincial autonomy The 
tenor of these announcements led Indian politicians to hope that 
a change in the government of the piovinces would shortly be 
made as a beginning towards piovmeidl autonomy But this hope 
was soon shattered On 24 June 1012 the Secretary of State 
(Lord Crewe) spoke as follows in the House of Lot (Is 

There is a certain section m India winch looks forward to a 

measure of self-government approaching that which has been granted 
in the Dominions I see no future for India on these lines The 
experiment of extending a measure of self-govei nment practically 7 free 
from parliamentary control to a race which is not our own, even 
though that race enjoys the services ot the best men belonging to 
our race, is one which cannot be tried Tt is niv duty as Secretary 
of State to repudiate the idea that the dispatch implies anvthing of 

the kind as the hope or goal of the policy of the Government 

On 29 June, adverting to the same point, he said ‘ There 

is nothing vvhatevei in the teachings of Histoiv, so far as I know 

them, or m the present condition of the world which makes such 
a dream even lemotely possible Is it conceivable that at 

any tune an Indian Lmpiie could exist, on the lines, say of 
Australia and New Zealand, with no British officials and no tie 
of creed and blood which takes the place of these material 
bonds? . . To rue, that is a world as imaginary as any Atlantis 
or any that was ever thought of by any ingenious brain of 
any imaginative writer.’ This was another blow, and a worse 

1 The use of the term ‘ Local self-government ’ to denote provincial autonomy 

is altogether misleading and even confounding; but such use was not uncommon 

in those days. 
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disillusionment, to the expectant politicians who had not yet 
recovered from the after-effects of Morley’s pronouncement of 1909. 

However, Lord Hardinge who was more tactful than his 
principal at Home, went on seeking out and setting in order ‘ many 
inventions in the domain of decentralization ’ 1 It was not for 
him to deal with ‘ vague and distant aspirations ’ and he was 
satisfied with more reasonable and practical aims. A Royal Com¬ 
mission was appointed in 1912 to inquire into the possibilities of 
giving a greater share to Indians in the public services A Legis¬ 
lative Council was established in the Central Provinces. Hardmge 
also tried hard to strengthen local self-government. By an Act 
of 1912 (Act XIII) the City of Delhi and part of the Delhi District 
were separated from the Punjab and placed under the immediate 
authonty of the Governor-General in Council Thus, although at 
too heavy a cost, Tndia secured a capital which occupies a position 
analogous to that of Washington in the United States, Ottawa in 
Canada and Canberia in Australia 

But, those ‘ vague and distant aspirations ’ went on persistently 
claiming recognition, and although the outbreak of the War led 
to a tempoiarv cessation of agitation and a sincere expression of 
loyalty, the disaffection was woiking underneath and it expressed 
itself in a revolutionary movement which worked mostly outside 
the country. 


§3 The Darkness before Dawn 

The anomalies of the situation became most pronounced in 
the period between 1912 and 1917 In spite of the pronouncements 
of 1911 and the many liberal measures earned tluough by Lord 
Haidinge, tin position of the provincial Governments did not 
impiove to any material extent On the other hand, we have 
grounds for thinking that the eontiol of the central Government 
was further tightened and that all provincial efforts which did not 
tallv with the eential Government’s intentions were vigorously 
opposed 

General Sir O’Moore Creagh, who was Extraordinary Member 
of the Viceroy’s Executive Council from 1909 to 1914 wrote as 
follows in a book published in 1917 2 ‘ The interference of the 
Government ot India with local Governments is such that a 
theoretical authontv is alone left to them The provincial adminis¬ 
tration is hampered and controlled in all things by the Government 
of India . When I joined the Government, of India in 1909, 
this state of things was bad enough. When I left in 1914, it. was 
infinitely worse, and then all the indications were that it was only 
a matter of time until the position of local government, would 
become wholly impossible, that is, if some definite policy of 


1 Report on Constitutional Reforms (1918), p 5, 
! Indian Studies (1917), passim, 
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devolution were not quickly adopted . . . There is no clear defini¬ 
tion of the relations between the Government of India and local 
Governments, nor is there any definite policy regarding it. It 
depends solely on the personality of the Governor-General and the 
amount of control exercised over him by the Secretary of State.' 
Apart from condemning the ‘insane craze for centralization’, 
Sir O’Moore also deprecated the concentration of authority on the 
Governor-General and his Secretariat and the waning authority of 
the Executive Council 

Lord Sydenham, Governor of Bombay, confirmed the above 
picture in a paper published by him in the Nineteenth Century 
awl After.' 'The pi act ice of interfering in provincial matters’, 
he wrote, ‘ has greatly increased in tecent years, not of set 
purpose so much as on account of want of a cleai policy.’ Accord¬ 
ing to him, to push centralization to such lengths in a country of 
the size of India was as if a Government operating from Righa 
Kuhn and moving to Rome for the winter tried to rule all Europe ' 
Sydenham also quoted examples of refusal bv the central Govern¬ 
ment to sanction schemes on which officials as well as non-officials 
were agreed, of interference by Inspectois-Geneial (of whom there 
were as many as fourteen at the tune) in provincial administration, 
of uigent provincial bn.-uness being delayed by the central 
Government’s Secretariat, and so forth Tn his opinion the policy 
was as futile and foolish as passing a steam-roller over the vast 
and diversified area of India 

An example of the difficulties under which the provincial 
Governments were then labouring may he given here In 1912 
there arose a difference of opinion between the Government of 
Bombay and the central Government in connexion with the 
Elementaiy Education Bill The proposal was very popular in the 
province and a Resolution on the subject moved by an elected 
member found great support The Government accepted the Reso¬ 
lution and it was passed unanimously by the Council It was 
then sent to the Government of Tndia foi approval, but both 
the central Government and the Secretaiy of State pronounced 
the attitude of Bombay altogether unconstitutional on the ground 
that it was incumbent on the provincial Government in the conduct 
of the business of the Legislative Council to avoid disclosing differ¬ 
ences of opinion between them and the central Government. On 
that occasion. Lord Ciewe emphatically declaied that ‘there is 
for India one system of administration and one alone and it 
is only by bearing steadily in mind this fundamental principle 
that the solidarity of the administration can be kept unimpaired 
and those disruptive tendencies controlled which must always form 
the chief risk of decentralization of authority ’ 

This incident showed what a vast difference there was between 
professions and actual policy, and this happened immediately after 


1 January 1917, pp. 81-50. 
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the Durbar Dispatch, in which provincial autonomy was adum¬ 
brated as the goal for India. It also showed that the absolutist 
principles on which Indian governance had been based were still 
as powerful as evei Education was obviously a matter in which 
a provincial Government could expect to have a fairly free hand, 
but even that was to be under rigid central control. 

The anomalous situation that emerged was one of unstable 
equilibrium, and such instability was bound to harm both the 
rulers and the ruled. An intelligent cntic put it thus ' ‘ Up to 
Lord Curzon’s viceioyalty, there was a stuidy determination to 
do what was right for India, whether India altogether liked it or 
not. The reforms which followed Ins regime brought in a power 
of challenge and obstruction—influence without responsibility. . . 
We must make up our minds either to rule ouiselves or let others 
rule there is no half-way house, except of course on the highway 
of deliberate transition At present we are doing neither . . If 
we returned to sheer despotism, we should carry many of the people 
with us and should secure an oideied calm But that being im¬ 
possible, we must definitely show that we aie moving from the 
Eastern to the Western ideal of rule M For good or evil the repre¬ 
sentative principle had already been introduced into Tndia, and 
that was quite naturally regarded by the people as envisaging the 
grant of more substantial power in future, tor representation 
without leal control was bound to work mischief. The only 
solution was to give some responsibility to the people’s representa¬ 
tives, since that alone enables the representative system to produce 
stable political life m any country 

U The Announcement of 1917 

What the gioans of the provincial Governments could not do, 
the War did The princes' and people of Tndia offered their aid 
generously to the cause of the Allies, but the recmdescence of 
levolutionary piopaganda and the repression it called forth created 
an awkward situation Lord Chelmsfoid, who came out as Viceroy 
in 1916, soon armed at the conclusion that a radical modification 
of the framewoik ol Indian government should be made without 
delay, and the Secretary of State (Mr Edwin Montagu) announced 
this decision in the House ot Commons on 20 August, 1917. ‘ The 

policy of His Majesty’s Government ’, said he, ’ with which the 
Government of India are in complete accoid, is that of the increas¬ 
ing association of Indians in eveiy branch of the administration 
and the gradual development of self-governing institutions with a 
view r to the progressive realization of responsible government in 
India as an integral part of the British Empire.’ He also 
announced that ‘ progress in this policy can only be achieved by 
successive stages. The British Government and the Government 


1 See op. cit., p. 66. 
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of India, in whom the responsibility lies for the welfare and 
advancement of the Indian peoples, must be judges of the time 
and measure of each advance, and they must be guided by the 
co-operation received from those upon whom new opportunities of 
service will thus be confened and by the extent to which it is 
found that confidence can be reposed in their sense of responsi¬ 
bility.’ This will ever be remembered as one of the most momen¬ 
tous pronouncements in the history of British rule in India, for it 
meant the demolition of the Mogul gioundwork of centralized 
autocratic government and the laying ol the toundations for a new 
edifice on the enduring principles of widening liberty and pro¬ 
gressive autonomy 

It should be carefully noted that the announcement of 20 
August embodied three principles, namely (11 the increasing 
association of Indians in every branch of administration, (2) the 
realization of responsible self-government, and (3' the realization 
of this goal by successive stages The application of these prin¬ 
ciples to the definite conditions and needs of the country required 
a careful investigation into the administrative machinery of India, 
and in performing this task Mr Montagu travelled throughout 
India during the cold season of 1017 and studied the whole subject 
in intimate co-operation with Loid Chelmsford The conclusions 
arrived at were embodied in the Report on Indian Constitutional 
Reforms (1918) which is a fitting monument to the industry, 
boldness and sympathetic insight of those two British statesmen 
Few constitutional documents connected with the British Empire 
can claim such breadth of view and loftiness of purpose as this 
‘ Joint Report ’, and the beauty and simplicity of its language 
and the ordered flow r of its arguments make it not merely a consti¬ 
tutional document but a literary masterpiece It is true that the 
authors cannot claim ongmahty for all the views contained in it, 
but in such a colossal political entei prise as the one they were 
engaged on, the detailed application of an idea to a practical 
problem is perhaps just as important as the original idea itself 
The Report is a document of permanent value, and wall always 
be regarded as one of the monuments of British political wisdom 
and of British faith in popular iieedom 

§5. Responsible Government by Stages 

‘ No further development is possible unless we are going to 
give the people of India some responsibility for their own govern¬ 
ment ’ l This is the central idea underlying the Reforms Report of 
1918 The introduction of responsible self-government was 
therefore necessary. But there were various difficulties in intro¬ 
ducing such a form of government straightway. The authors of 
the Report fully realized the immensity of the task. Two broad 


1 op. cit,, p 117 
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facts were patent to all . firstly, the pathetic poverty and ignorance 
of the great bulk of the Indian people, and secondly, the innumer¬ 
able cleavages of religion, race and caste which constantly threaten 
the solidanty of Indian nationality. These circumstances, in the 
opinion of many, made popular government in any form out of 
the question foi India. The authors of the Joint lleport admitted 
that there were great impediments to the introduction of popular 
government; but they hoped that the new life into which India 
was to entei would itselt be a remedy for many of its worst ills 
In eveiy way it was inexpedient to delay the initiation of the 
Indian people in the ait ot tesponsible government. Note the 
boldness and directness oi the following words 

Our irason is the taith that is in us We have shown how' step 
by step British policy in India has been steadilv directed to a point 
at which the question ot a self-governing India was hound to arise, 
how impulses, at fit si faint, have been encouraged by education and 
opportunity, how the growth quickened nine years ago, and was 
immeasurably accelerated by the War We measure it not by the 
ciowds at political meetings 01 the multiplication of newspapers, but 
by the infallible signs that indicate the giowth of character. We 
believe profoundly that the time has now come when the sheltered 
existence which we have given India cannot be prolonged without 
damage to het national life, that we have a richer gift for her people 
than any that we have yet bestowed on them, that nationhood within 
the Empire lepresents something better than anything India has 
hitheito attained, that the placid, pathetic contentment ot the masses 
is not the soil on which such Indian nationhood will glow, and that 
in deliberately distuibing it we are working lor her highest good. 1 

They were not, however, prepared to lecommend the introduc¬ 
tion ol full responsible sell-goveinrnent at once It must be 
brought in by stages, and the beginning must be made in the 
provincial splieio in the fiist instance Experience would gradually 
accumulate, and then it would be possible by gradual steps to 
inciease the measure of lesponsibihty both in the provinces 
and at the Centre The method by which the partial introduction 
of responsibility in the provincial Goveinments was to be carried 
out was dyarchy, winch meant the division of government into 
two halves, one under the Executive Councillors responsible 
to the Governor and to the British Parliament, and the other 
under the Ministers responsible to the Legislature and the 
Indian electorate. Such was to be the transition from absolutism 
to responsibility. 

The province thus became the arena of fm flier political develop¬ 
ments in India, ‘ the domain in which the eailier steps towards 
the progressive realization of responsible government should be 
undertaken ’. It was decided to give the provincial Governments 
‘ the largest measure of independence, legislative, administrative 


1 op. cit, p. 93. 
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and financial, of the Government of India which is compatible with 
the due discharge by the latter of its own responsibilities’. 1 For 
many reasons, tins decision was wise and timely. Firstly, the 
introduction of responsibility was easier in the provincial sphere 
than in the cential for the obvious reason that while the cential 
Government dealt with defence and foreign policy which weie 
definitely imperial interests of gieat linpoitance, the provinces dealt 
with education, agnuilluie, public health and othei social utility 
services. Secondly, these lattei set wees vvete pietisely those m 
which the people weie piincipally inteiested and it was the slack¬ 
ness of piogress in this held that loused the suspicion of national 
leaders. In several piownces the non-olliual members of the 
Legislative Councils had piessed loi scln mes ol expansion of the 
social seivices, and the opposition of the . xeemive to su< h schemes 
had pioduced discontent among the politiejilv-ininded classes in 
the countiy Tlmdl), as has been pointed out betoie, the dele¬ 
gation of financial poueis to the piovmcial Goveininents had 
advanced to such a pitch that fmtliei ptogiess was only possible 
it the provincial Governments were in e from the interference 
of Delhi and Whitehall The. leading Indian politicians were 
staongly ot this view Gokhale's political testament began thus - 
‘ The grant ol Piovinc uil Autonomy toieshadovved in the Delhi 
Dispatch would be a fitting concession to make to the people of 
India at the close ot the Wai This will involve the two-lold 
operation ot freeing the piovinei.il Governments on one side from 
the gieatei pait. ot the contiol which is at piesent exercised over 
them by the Government ol India and the Secretary ot State in 
connexion with the internal administration ot the country and 
substituting on the other, in place ot the contiol so removed, the 
control of the representatives of tax-paveis tluough Provincial 
Legislative Councils ’ The decision was thus a valued concession 
to Indian opinion 

The decision to make the provinces the domain foi the intro¬ 
duction of responsibility ptepaied the way tor the foundation of a 
federal system in India Even befoie 1919 the provincial system 
of India had suggested tedeial analogies to outsiders, and the 
financial relations between the cential Government and the 
Provinces, at any late, had developed into an advanced stage of 
decentralization. Mr Montagu and Lord Chelmsford were con¬ 
vinced that a federal constitution was the only suitable goal for 
India, and they stated then view in unmistakable language. 
‘ Granted the announcement of August 20, we cannot at the 
present time envisage its complete fulfilment in any form other 
than that of a congeries of self-governing Indian provinces 
associated for certain purposes under a responsible Government of 
India; with possibly what aie now the Native States of India 
finally embodied in the same whole, in some relation which we 


op. cit., p 124. 


* Keith, Speeches and Documents, II, p 111. 
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will not now attempt to define It was the introduction of 
responsible government in the ptovinces that formed the basis of 
this forecast The adoption of the goal of provincial autonomy 
meant the separation ot the functions and finances of the central 
Government and the provinces. 

It is not proposed in this connexion to sketch the provisions of 
the Government of India Act, 1919 We are here concerned 
chiefly with the division of functions and the separation of 
finances between the eentie and the provinces The first topic 
will be dealt with presently and the second forms the subject of 
the next chapter 


$6 Division of Functions 

A demaication of functions between the central Government 
and the provinces had already been recognized m practice The 
Government of India jealously kept in its hands such matters as 
defence and foieign relations, posts and telegiaphs, currency and 
public debt, but m matteis like education, medical aid, agriculture 
and veterinary service, the provinces had great freedom of action 
although the ultimate contiol still rested with the central Govern¬ 
ment It was only by delegation that the provincial Governments 
came to obtain such fieedom, but the extent of the delegation was 
already rather wide and therefore the poweis of the provinces 
could be extended without much difficulty But the extent of the 
delegation already effected was not the criterion for demarcating 
the fields of the two Governments The fundamental consideration 
was ‘ whether the interests of India as a whole (or at all events 
interests huger than those of one province) or on the other hand 
the interests of the provinces essentially predominate ’ Where 
broad national interests were involved, the subject should be 
treated as eentinl, and whete ptovinciul influence piedominated, 
the piovincial Governments should be given the authority. 

The subjects (hissed as central were of at least thiee categories 
(1) Matters which it would not be expedient to leave to provincial 
administration, mainly on account of the responsibility of the 
Government of India to the Secietary of State in legald to them 
eg defence, external relations, relations with Indian states, rail¬ 
ways, aircraft and inland waterways, shipping and navigation, 
major ports, posts and telegiaphs, currency and coinage, public 
debt, savings banks, teiritonal changes, etc (2) Matters which 
had to be kept under central control with a view mainly to 
seeming uniformity and avoiding the inconvenience of divergence 
between province and pi evince e g civil law, commerce, banking 
and insurance, trading companies, inventions and designs, copy¬ 
right, emigration and immigration, (unnnal law and procedure, 
survey of India, meteorology, census and statistics, regulation of 


1 op. (it., p 78, also p. ‘220. 
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ceremonials and titles, etc. (3) Certain matters in regard to which 
administration by the central Government was essential in the 
interests of economy as well as efficiency : e.g. central institutions 
for research, aiclneology, geological, botanical and zoological 
surveys, etc. 

The provincial list comprised subjects of local concern dealing 
mostly with economic and social development. The principal heads 
were the following . local self-government, medical administration, 
public health and sanitation, education (excluding sectarian univer¬ 
sities and Chief’s Colleges), public woiks, famine relief, agnculture, 
civil veterinaiy department, fishenes, eo-opeiative societies, forests, 
judicial administration (excluding High Coiuts and Chief Courts), 
registration, religious and chantable endowments, industrial 
development, police and jails, minor polls and inland waterways. 

Certain subjects were allocated to the provincial Governments, 
although some paits of them were detached and made subject to 
central legislation For example, although education was primarily 
a provincial subject, the Universities of Benares and Aligarh were 
made subject to central legislation and, for a period of five years, 
the Calcutta University along with the organization of secondary 
education in Bengal was excluded from provincial control, with a 
view to giving effect to the recommendations of the Calcutta 
University Commission. 

Besides administering the subjects allotted to them, the 
provincial Governments were also expected to discharge what are 
called ‘ agency functions ’ m connexion with the local administra¬ 
tion of certain central subjects. When later the Government of 
India set up its own establishments (e.g the Income-tax Depart¬ 
ment), the agency functions diminished in number and scope. The 
provincial Governments, however, continued to be employed in 
connexion with the collection of statistics, relations with certain 
Indian states and a tew other similar matters 

§7 Reserved and Transferred Subjects 

As dyaichy meant the division of government into a ‘ leserved ’ 
half and a ‘ transfened ’ half, a fuither division of subjects was 
necessary within the provincial sphere The advice of the Joint 
Report was ‘ to include in the transferred list those departments 
which afford most opportunity for local knowledge and social 
service, those in which Indians have shown themselves to be 
keenly interested, those in which mistakes which may occur, 
though serious, would not be irremediable, and those which stand 
most m need of development ’. It was not expedient therefore to 
transfer immediately departments which were primarily concerned 
with the maintenance of law and order and those (like land revenue 
and tenant rights) which vitally affect the masses The inadequate 
representation of the masses was the justification for excluding the 
latter. The term ‘ law and order ’ includes police, prisons and 
21 
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the subsidiary magistracy. The subjects transferred were social 
services and departments the control of which was essential for 
giving political training to the Indian electorate. The following 
was the list ot subjects thus transferred : 

1. Local self-government —1 e. all matters relating to the 

constitution and powers of municipal corporations, 
improvement trusts, district boards, union boards, of 
health and other local bodies. 

2. Medical administration, including hospitals, dispensaries 

and asylums, and medical education. 

3. Public health and sanitation, and vital statistics. 

4. Pilgrimages within British India. 

5. Education (with many reseivations). 

6 Public woiks, including provincial buildings, and ancient 

monuments; roads, bridges, femes and tunnels, and 
other communications not ot military importance; 
municipal tramways; and light feeder railways. 1 

7 Agriculture, including agricultural research 

8. Civil veterinary department 

9. Fisheries. 1 


10. Co-operative societies. 

11. Forests (transferred only in Bombay). 

12. Excise, i.e. liquor and intoxicating diugs (excluding the 

production of opium). 

13. Registration of deeds and documents 

14 Registration of births, deaths and marriages 

15. Religious and charitable endowments. 

16. Industrial development, including research. 

17 Stores and stationery for the transferred departments 
18. Adulteration of foodstuffs 


19 Weights and measures. 

20 Libranes (excluding the Imperial Library, the three 

museums and the Zoological Gardens at Calcutta). 


In Assam public works and fisheries were not transferred. 



CHAPTER XXV 


DIVISION OF FINANCES BETWEEN THE CENTRE 
AND THE PROVINCES 

The financial system adopted in India in 1919 was a half-way 
house between unitary and tedeial As legards the allocation of 
revenues, the system was completely fedeial, and perhaps even 
more federal than m many Federations, seeing that a clean separa¬ 
tion of revenues was made between the central Government and 
the provinces. The aim was to give the provinces their own inde¬ 
pendent resources, and this was pushed to such an extent that 
it was consideied unconstitutional even to make grants to the 
provinces. Nevettheless, in legat’d to audit and accounts, borrow¬ 
ing and allied matteis the provincial Governments continued to 
depend largely on the central Government Thus the position 
became in some ways anomalous, but this was perhaps inevitable 
in the transition from a highly centralized to a decentralized 
system of government. 

§1. Division of Finances 

The fundamental principle of the Reforms of 1919 was that 
the provinces should be given ‘ the largest measure of independence, 
legislative, administrative, and financial, of the Government of 
India which is compatible with the due discharge by the latter of 
its own responsibilities ’. In the system then existing, the Govern¬ 
ment of India was responsible for provincial solvency, and since 
the proceeds of the principal levenues were divided between the 
central Government and the provinces, the financial administra¬ 
tion of the provinces came under the detailed control of the central 
Government. This state of things was inconsistent with the 
underlying idea of the Reforms, and a radical change had to be 
made. Further, as the Joint Repoit points out, an arrangement 
which worked successfully as between two official Governments 
would not necessarily work well as between a popular and an 
official Government. 

The solution suggested b} the Joint Report was the entire 
separation of revenues in order to make the provinces financially 
independent of the central Government. It was proposed, first 
to estimate the revenue needed for central expenses, and after 
providing for them to hand over all the balance to the provincial 
Governments. The old system of divided heads was to be given 
up, but the items which were already wholly central or provincial 
were to stand as before. The principal divided heads were 
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land-revenue, stamps, excise, income-tax and irrigation. Of these, 
excise was already a provincial head in Bombay, Bengal and 
Assam; and this was henceforth to be provincialized m all the 
eight provinces. The case of stamps was more difficult to settle. 
The Joint Report divided this head into ‘ general ’ and ‘ judicial ’, 
and of these the latter was to be provincialized and the former was 
to remain central, in the interests of uniformity Ultimately both 
the sub-heads were provincialized, but the central Government 
continued to have the power to legislate in legard to them. Income- 
tax was made a central head, owing to the obvious inconvenience 
that might arise if it varied between province and province, and 
owing to the uncertainty about its incidence Further, in most 
federal countries income-tax is largely, if not solely, a federal head 
of revenue. 

There remained lund-ievenue and lirigation leceipts to be con¬ 
sidered The question of land-revenue was the most difficult to 
settle. On the face of it, it ought to belong to the provinces, 
seeing that the general administration is so intimately connected 
with the assessment and collection of land-revenue, moreover the 
systems of land tenure and land-revenue vary from province to 
province. But there were obvious difficulties in provincializing it. 
It would make vast inroads into the resources of the Government 
of India, and other means would have to be found for meeting the 
deficit. In spite of these difficulties, land-revenue, along with 
irrigation receipts, was made a provincial head. Provision had 
therefore to be made by the pro\ mees to meet the expenditure on 
famine relief, and for protective irrigation works. It was, of 
course, legitimate that such burdens should accompany their 
accession to financial freedom. 

Thus no divided heads remained; and the whole revenue of 
India was partitioned between the central Government and the 
provinces To the central Government w'ere allotted customs 
duties, income-tax, salt and opium, and contributions from rail¬ 
ways, posts and telegraphs; while land-revenue, liquor excise, 
migation receipts, forests, stamps (both general and judicial) and 
registration fees became provincial sources of levenue. 

Although some revenues were thus definitely allocated to the 
provincial Governments, they had still to be leceived in the name 
of the Clown (Section 20); and it w'as only the Secretary of 
State in Council who could sue or be sued concerning their col¬ 
lection (Section 32). A relaxation of those restrictions was not 
found possible at that stage. 

§2. Provincial Contributions 

It was clear that such a division of revenues between the central 
Government and the provinces would unbalance the budget of 
the former. In order to meet the deficit, the Joint Report sug¬ 
gested a system of contributions from each province assessed on 
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the basis of their normal surplus, i.e. the difference between the 
estimated gross revenue under the new scheme and the estimated 
normal expenditure. The deficit of the central Government was 
estimated at Rs 13*63 crores, and this was to be made good by 
drawing on the aggregate surplus of Rs. 15-04 crores accruing to 
the provinces under the new arrangement. Accordingly, Madras 
and the United Provinces which acquired large additional revenues 
would contribute Rs 4-28 crores and Rs 3-74 crores respectively, 
while Bengal and Bombay would contribute only Rs 38 lakhs 
and Rs. 69 lakhs respectively. 

This proposal was strongly opposed by several provincial 
Governments, and in order to ease the difficult situation thus 
created, a special Committee was appointed with Uord Meston as 
chairman to inquire into the whole question of the financial rela¬ 
tions between the cential Government and the provinces. 1 The 
Committee came to the conclusion that the estimated provincial 
surpluses would not be a fair basis of contributions, since that 
would penalize those provinces which were economical during the 
War, and recommended that the contributions should be assessed 
on the increased spending power of the provinces, i e. the addi¬ 
tional resources which a province would acquire on the separation 
of the sources of revenue It was held that the noimal revenue 
of the provinces was ascertainable with greater accuracy than 
normal expenditure The Committee claimed lor their proposal 
‘ the merit of pioceeding on the lines of minimum disturbance of 
the financial jxisition in each piovince’, and ‘of inaugurating the 
new Councils without the necessity of resort to fresh taxation ’. 
The increase of revenues had come to the provinces ‘ as a windfall 
or a bye-product- of the constitutional change ’ Thus some pro¬ 
vinces gained considerably in spending power, but as this was 
effected by means of a corresponding reduction of central finances, 
it was necessary that the central Government should claim relief 
from the provinces in proportion to the gain accruing to them by 
the change. The provinces that gained most had naturally to 
meet the burden of the contributions, but this w'as to be temporary. 
The following is the list of the contributions recommended by the 
Meston Committee and adopted by Parliament 2 


1 The Committee consisted of Lord Meston, Mr Charles Roberts, M P. and Mr 
Hilton Young 

* Committee on Financial Relations, C. 724 of 1920, p. 8; also Devolution 
Rules, section 17. 
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Province 

Increased 

spending 

power 

Contributions 

Increased 
spending 
power left 


Rs. lakhs 

Rs lakhs 

Rs lakhs 

Madias 

5,76 

3,48 

2,28 

Rombay 

93 

56 

37 

Bengal . . 

1,04 

63 

41 

United Piovineos 

3,97 

2,40 

1,57 

Punjab . . . 

2,89 

1,75 

1,14 

Burma 

2,46 

64 

1,82 

Bihar and Orissa 

51 

Nil 

51 

Central Provinces 

52 

22 

30 

Assam 

42 

15 

27 

Total 

18,50 

9,83 

8,67 


Evidently by this arrangement the pi-ovinces which hitherto 
bore the brunt of expenditure were still left in tbe same position 
Madras and the United Provinces were to pav between them 60 per 
cent, of the whole contributions Madras alone had to pay 35J 
per cent Once more the traditional complaint was heard from 
these provinces This time it became even louder, because the new 
list of contributions brought into pi eminence what had hitherto 
been disguised under the cloak of the divided heads. In the 
new system each province came to see more clearly what its 
relative contribution had been to the cential purse It was not 
possible to mask the disparity any longer. Thus Bombay and 
Bengal, the two wealthiest provinces, were again favoured, as only 
6J and 5,} per cent, respectively of the total amount of the contri¬ 
butions was payable by them. Even the small contribution 
originally imposed on Bengal was remitted until 1925 

No doubt all admitted that this ine<|iiality was due to lustotical 
causes which it was not easy to remove Chief among these was 
the ‘ permanent settlement ’ of the land levenue which prevented 
certain piovinces from yielding the same proportion of the agri¬ 
cultural revenue to the public exchequer as others in which the 
land revenue was periodically revised Eurthei, diflfeient provinces 
had different standards of expenditure, and some of the progressive 
provinces had been prospering upon the frugality of their neigh- 
bolus. Such habits once formed are not easily eradicated. 

The Meston Committee, however, were not content merely 
with fixing the initial contributions They realized the injustice of 
the apportionment and devised means for gradually remedying it. 
They sought to find an ideal basis of conti ibutions to serve for 
future occasions The guiding principle in the matter, they said, 
should be the capacity to contribute. This was interpreted to 
mean the taxable capacity, which is the sum of the incomes of 
its taxpayers, or the average income of its taxpayers, multiplied 
by their number’. 1 They held that this would be the most 

1 Parliamentary Paper (1920), C. 724, p. 9, 
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scientific basis, but the statistical information needed to arrive at 
accurate conclusions on this basis was not available. 

This question had troubled the minds of generations of Indian 
administrators, at least from 1860. The Government of Madras 
always insisted on the need for some equitable formula to deter¬ 
mine the revenue burdens to be borne by each province. As 
already seen, the Royal Commission of 1908 considered the 
question, in the light of the German matncular Beitrage and other 
systems, and found it difficult to devise any proper formula for 
the division of central expenditure between the provinces. Objec¬ 
tions could be found to all the possible proposals 1 A subsidy 
on a per capita basis would be unfair to the relatively poor and 
undeveloped provinces and would cause hardship to the most 
thickly populated ones A contribution proportionate to gioss pro¬ 
vincial revenues would leave seveial provinces with large deficits 
owing to the historical causes mentioned above A levy in pro¬ 
portion to expenditure would encourage tbiift and penalize extrava¬ 
gance; blit here again, the result would be deficits in some 
provinces. Tf the levy was made in inverse proportion to 
expenditure, l e as a proportion of the annual surplus, it would 
jienahze thrift. Each of these standards lias its merits and defects, 
hut it would be harmful to adopt any one of them by itself. 
Again many of these items differ from year to year, and the 
assessments would have to be made annually We are compelled 
therefore to fall back upon ‘ taxable capacity ’ as the most suitable 
criterion, Nevertheless the various other criteria dealt with above 
may be utilized in arriving at the approximate taxable capacity, 
or in verifying the results of that calculation 

The Meston Committee, after an elaborate inquiry into the 
conditions of the various provinces, their relative taxable capacities 
in the light of their agricultural and industrial wealth, their indirect 
contributions to the central exchequer, and other relevant facts of 
their economic position, including paitieularly their liability to 
famine, recommended a fixed ratio of contributions, to be put 
into practice after an interval of time sufficient to enable the 
provinces to adjust their budgets to the new conditions After 
slight modifications Parliament accepted the suggestion, and the 
following table of standard contributions was approved • 


Percentage 

Contribution 


Madras 

... 17 

Bombay 

... 13 

Bengal 

... 19 

United Provinces 

18 


Percentage 

Contribution 


Punjab 9 

Burma . . 6?, 

Bihar and Orissa . 10 

Central Provinces 5 

Assam .. , 2i 

"loo 


1 For an analysis of the problem, Bee also the Madras Government’s letter in 
Parliamentary Paper (1920), C. 974, pp. 23-35. 
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It was also decided that the contributions should be abolished, 
when the financial position of the central Government improved. 

The allotment of income-tax to the central Government raised 
a loud protest from certain provinces. The Government of Bombay 
put forward the suggestion that the tax might remain a divided 
head as before. This question was also considered by the Meston 
Committee, and it suppoited the conclusion of the Montagu- 
Ohelmsford Report, but a doubt was expressed whether it would 
be possible peimanently to prevent the provincial Governments 
from levying any fonn ot direct taxation upon the industrial 
and commeicial earnings of the people. The Joint Select 
Committee of Parliament was also opposed to a division of income- 
tax, but sought to alleviate the discontent among the provinces, 
by accepting the suggestion proceeding from the India Council 
‘ that there should be granted to all provinces some share in the 
growth of levenues fiom taxation on income so fai as that growth 
is attnbutable to an inciease m the amount of income assessed ’. 
This was provided for in Devolution Rule 15 ‘ Whenever the 

assessed income of any yeai subsequent to the yeai 1020-1 exceeds 
in any Govetnoi’s province or in the province of Bmma the 
assessed income of the vear 1020-1, there should be allotted to 
the local Government of the province an amount calculated at 
the rate of three pies in each rupee of the amount of such excess.’ 1 
This did not satistv the aggrieved provinces, but was useful as a 
ground foi mging a further step in the same direction It was to 
be a long time before that further step w*as taken 

Such w T as the division of finances between the central 
Government and the provinces in 1910 It was proposed at one 
stage to proceed further and to make a division between the funds 
of the reset''ed ’ and the ‘ transfer!ed halves of each provincial 
Government The Montagn-Chelmsfoid Repoit preferred a ‘joint 
purse ’ for the two sections, but the Government of India feared 
that this would pioduce serious friction between the two halves 
of government and suggested the method of ‘separate purses’, 
and this proposal was adopted in the draft bill. But the Joint 
Select Committee preferred the joint purse and recommended that 
the Governor should allocate a definite propoition of revenue to 
the two sides, in the event of disagreement between them. This 
proposal was finally embodied in the Act of 1919. 


§8 Rduration of Central Control 

The allocation of independent financial resources to the pro¬ 
vincial Governments was not sufficient to free them from the 
rigorous central control which had been causing friction. It was 
also necessary to relax the control exerted by the central 

13 October 1 1921) EUle " H ^ ^ 15 (aS amended b . v correction slip No. 1, dated 
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Government (and the Secretary of State) over their expenditure 
and to enhance the provincial powers of taxation and borrowing. 

So long as the whole of the Indian revenues was hypothecated 
to the Gdvernment of India, the provincial powers of taxation 
were bound to be restricted, and under various executive orders 
the imposition of a tax by a provincial Government required the 
previous sanction of the Government of India Naturally, the 
power to tax was seldom excicised by the provincial Governments. 
It was necessaiy under the new system to give freedom to the 
provinces to impose taxation in order to meet their growing needs, 
but there was the possibility that any such jjower might 
clash with the similar power of Hie cential Government.’ A 
new provincial tax might unduly a tie- t the central heads of 
revenue, or might be one contemplated b / the rential Gov» inment 
itself. In such eases, jiower was lodged with the Government of 
India to regulate the piovmcial powois of taxation A schedule 
of taxes to be left entirely to the provinces was piejured, and in 
that field the provinces were authorized to lange at pleasure 2 
But the residuary power was left with the central Government. 
The schedule included taxes on non-agriciiltmal land, on succes¬ 
sions, on betting and gambling, on advertisements and amuse¬ 
ments and special luxui ies The provinces were authorized also 
to tax for local pui poses (or allow local authorities to impose taxes 
for local purposes in then areas) Such local taxes were to be in 
the nature of tolls, taxes on buildings, vehicles, boats, animals, 
domestic seivants, trade and professions, markets, and so forth. 

The provincial Governments weic also empoweied by the Act 
of 1919 to borrow money eithei in India or abroad on the security 
of their revenues But there weie vauous difficulties in leaving 
these Governments unfettered in the exercise of this [lower 
Buies 3 were therefore made in accordance with the provi¬ 
sions of Section 30, 1 (a) of the Act (1919) The sanction of the 
Governor-General in Council was made necessary for raising a 
loan in India; for loans raised in England a similar sanction was 
needed from the Secretary of State Moreover, the inising of 
money was to be done on behalf of. and in the name of, the 
Secretary of State. It was also definitely laid down that such 
loans should be raised only for expenchtni'e ‘ on any work or 
permanent asset of a material character in connexion with a pro¬ 
ject of lasting public utility ’. Even then loans could be raised only 
when such expenditure was ‘ so large that it cannot reasonably 
be met from current revenues ’ Loans could be raised also for 
financing the Provincial Loan Account and for famine relief. 
These powers were, however, still circumscribed by numerous 
restrictions. 


1 See Joint Report, p 136; also Paihamentaiy Paper (1919), C 103, p. 99. 

* Rules under the Government of India Act, p 266 

* ibid., p. 263 (Local Goveinment Borrowing Rules). 
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The annoying budget restrictions were also greatly relaxed. 
Hitherto, provincial budgets had to be passed by the Indian 
Finance Department and appropriation results also had to be 
placed before it. All this was wiped out in 1920, when the pro¬ 
vincial budget was entirely separated from the budget of the 
central Government Thus from 1921 the provincial transactions 
are not included in the central budget In order to help the pro¬ 
vincial Governments to manage their finances, a Finance Depart¬ 
ment wais organized in every province. The budget was to be 
voted item by item in the Legislative Council The appropriation 
reports were no longer to be dealt with by the Government of 
India, but were to be discussed by the Public Accounts Committee 
of the local Legislative Council The work of auditing, however, 
was still to be performed by the Auditor-General in India for the 
provinces as well as for the Government of India. 

At the same time, other restrictions were also removed. 
The old rules regarding spending jxnvers were found inconsistent 
with the new order of partial autonomy, and accordingly they 
were relaxed The recommendations of the Government of India 
dispatch on this question weie hugely modified by the Joint 
Select Committee The net result of all the changes may be 
summarized as follows (1) the control over expenditure m respect 
of transferred subjects passed from the Secretary of State and 
the central Government to the provincial Legislative Councils 
(except in regard to the salaries etc of all-India Soi vices) Every 
proposal for appropriation of funds in a piovinee, however, still 
required the recommendation of the Governor, and to this extent 
the Secietarv of State was not completely divested of his responsi¬ 
bility for the tinnsfeired subjects 

(2) In lespect of the reserved subjects, the powers of 
expenditure of the provincial Governments were defined in a 
Resolution of the Secretary of State in Council, called the Provin¬ 
cial Audit Resolution. The restrictions w'ere similar to those 
applicable to the transferred subjects, but the Secretary of State 
retained control in resjiect of capital expenditure on certain schemes 
and extensive revisions of establishment involving heavy expendi¬ 
ture His sanction was stall required for proposals affecting the 
pay and allowances of members of the all-India Services, for the 
expenditure on salanes etc of Governors, for any revision of 
establishments involving an annual expenditure exceeding a certain 
limit, and foi capital expenditure on public works estimated to 
cost more than Rs 50 lakhs ‘ In practice, this control is exer¬ 
cised through the Government of India, which, in forwarding the 
proposals to the Secretary of State, offers its criticisms and sug¬ 
gestions.’ 1 Thus the control over provincial expenditure formerly 
exercised by the Government of India was removed almost entirely. 


1 Simon Commission Report, T, p 374. 
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The Secretary of State’s control over the financial administra¬ 
tion of the Government of India was not relaxed in 1919, and he 
continued to exercise a strict control. The budget proposals, 
especially those relating to taxation, had to be submitted to him 
and his orders obtained before the budget was presented to the 
Legislature. In matters relating to currency and exchange 
policy, borrowings m England and the management of the 
two currency reserves, the Secretary of State’s control remained 
supreme. 

Some relaxation, however, occurred in a limited field. Large 
powers of expenditure w’ere delegated to the Government of India, 
but the previous sanction of the Secretary of State was still 
necessary in many cases His control over taxation was also cir¬ 
cumscribed by the Fiscal Autonomy Convention This Convention 
was the outcome of certain discussions in the Joint Select 
Committee. The following is an extract from that Committee’s 
report : ‘ Whatever be the right fiscal policy for India, for the 
needs of her consumers as well as for her manufacturers, it is 
quite clear that she should have the same liberty to consider 
her interests as Great Britain, Austialia,' New Zealand Canada 
and South Africa In the opinion of the Committee, therefore, 
the Secretary of State should as far as [xissible avoid inteifeience 
on this subject when the Government of India and its Legislature 
are in agreement, and they think that Ins intervention, when it 
does take place, should be limited to safeguaidmg the international 
obligations of the Einpue or any fisi al arrangements within the 
Empire to which His Majesty’s Government is a part\ ' This 
recommendation was approved by Parliament Thus the Govern¬ 
ment of India became free to consider India’s interests first, 
and there followed as a result the appointment of the Fiscal 
Commission (1922) and the constitution of the Tariff Board 
0924). 

Since such a substantial devolution of power was made by the 
Secretary of State to the Governments in India by means of 
statutory rules and executive orders, it became necessary to have 
in India an agency independent of the Government of India and 
responsible to the Secretary of State for seeing that the Govern¬ 
ments did not act m excess of the powers conferred on them 
This function devolved on the Auditor-General, an officer appointed 
directly by the Secretary of State in Council and holding office 
during His Majesty’s pleasure He was also the final audit 
authority in India and it was his reports on the appropriation 
accounts that the Public, Accounts Committees considered. He 
was also statutorily responsible for the compilation of the accounts 
which the Secretary of State was required to lay before both 
Houses of Parliament every year. Thus the Auditor-General was 
responsible not only for audit, but also for the preparation of the 
accounts to be audited. 



332 


FEDERAL FINANCE IN INDIA 


§4. Financial Control in India 

It may be useful at this juncture to give some account of the 
system of financial control set up in India with ihe partial 
relaxation of the Secretary of State’s control over the Governments 
in India Since a definite beginning was made in 1919 towards the 
establishment of responsible government in India, it became neces¬ 
sary to adopt a system of financial control suited to responsible 
government Tn Great Britain the financial contiol of Parliament 
over finance is secured m two ways • (1) by the annual voting of 
‘ supplies ’ by means of an Appropriation Act specifying the 
purposes of expenditure and the amount voted for each purpose, 
and (2) by providing funds thiough an annual Finance Act author¬ 
izing the collection of certain taxes to cover the supplies granted 
By these two processes Pail lament controls the authority of the 
executive m raising levenue and in spending it 

In a country like India, where parliamentary government was 
only just beginning to function, such a thorough system of financial 
control could not be introduced all at once However, the Act 
of 1919 mtioduced a partially responsible system of government 
into the piovinces of India and enlarged the jkiwois of the Central 
Legislature in regard to financial adnnnisti ation A certain amount 
of populai control over finance was thus mtioduced into both the 
central and the piovmcial Governments 

We will take the central Government fiist Under Section 67 
of the Government of India Act (1919) the raising and spending 
of revenues were made ordinallly subject to the vote of the two 
Chambers, but the following heads of expenditure were made non- 
votable by the Legislature and were not subject to discussion in 
the House, unless the Governor-General otherwise directed 

1 Interest and sinking fund charges on loans; 

2. Expenditure of which the amount is prescribed by or 
under any law; 

3 Salaries and jrensions of pel sons appointed by or with the 

approval of His Majesty or the Secretary of State in 
Council; 

4 Salaries of Chief Commissioners and Judicial Commis¬ 

sioners, and 

5 Expenditure classified by the order of the Governor- 

General in Council as (a) ecclesiastical, (b) political, 
and (e) defence. 

The Governor-General’s discretionary power to throw open 
non-votable heads to discussion has been liberally used, and in 
practice the Assembly has freely discussed them. Other means 
have also been utilized to widen the freedom of the Assembly. 
For example, although expenditure on defence is classed as 
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non-votable, military policy and expenditure have been freely dis¬ 
cussed by the Assembly by moving a ‘ cut ’ in the expenditure 
proposed to.be voted for the secretariat establishment of the Army 
(now Defence) Department. 

The financial control exercised may be classified under four 
heads : (1) the Standing Finance Committee, (2) voting of the 
budget grants by the Assembly, (3) the Finance Bill, and (4) the 
Public Accounts Committee 

1. The Standing Finance Committee of the Assembly corres¬ 
ponds to the Estimates Committee in the Butish system and its 
principal function is to sciutinize the pioposals for fresh expendi¬ 
ture before they are placed befoie the Assembly Tins Committee 
has a majority of elected membeis. It 1 -, a purely advisory body 
and has no statutoiy authority, but it Ins given useful advice to 
the Finance Department m regard to drawing up the budget 
estimates and effecting economies 

2. When the estimates of revenue and expenditure receive the 
approval of the Governor-General, they aie incorpoiated in the 
Budget and are placed befoie the Assembly in the last week of 
February, when the Finance Member makes his budget speech. 
Then follows a general discussion which is usually confined to a 
few broad topics such as the reduction of military expenditure, 
Indiamzation of the Services, planned economy, etc The next 
stage is the voting ol demands tor grants. A series ot motions are 
placed before the Legislature and a number of days are allotted 
for discussing them This gives an opportunity to members to 
discuss the detailed working of the Departments The Council 
of State can also discuss the budget m geneial. but demands tor 
grants are not placed before it The Go\ernor-General has power 
to lestoie a ' cut ’ and thus to sanction expenditure disallowed by 
the Legislature, and this couise has been adopted by the Governor- 
General whenever it was thought essential for the due discharge 
of his lesponsibihties. Clearly this is a leseive power and is 
expected to be exeicised only when the safety oi tranquillity of 
British India requires it. 

3. An annual Finance Bill is mtioduced in the Legislative 
Assembly along with the budget. But this is not discussed till 
the estimates have been passed Such an annual Finance Bill 
was not called for by the Government ot India Act, 1919, but it 
was made necessaiy by a non-official amendment to the Taxation 
Bill of 1921 requmng ail the centra! taxes, except the customs 
duties, to he placed before the Assembly e\eiy year for its vote. 
The object of this amendment was to establish a convention similar 
to that which obtains in the House of Commons. But the Indian 
practice has gone much fmther, since in England only the income- 
tax is voted annually. It was in order that an annual meeting 
of Parliament should be indispensable that some taxes were made 
annually votable in England. But there was no such necessity in 
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India since the Government of India Act provided for meetings 
of the Legislature every year. 

4. The Public Accounts Committee has nearly' the same 
functions as the coiresponding committee of the House of Com¬ 
mons. The principal difference is that the Chairman is the 
Finance Member and not, as in England, a member of the Oppo¬ 
sition. Eight membeis are elected by the Assembly and three 
are nominated The Committee scrutinizes the Annual Report of 
the Auditor-General on audit and appropriation, with a view to 
seeing whether the money voted by the Legislature has been spent 
within the scope of the demand It can point out irregularities 
or improprieties The scrutiny thus earned out by the Committee 
is generally recognized as being ‘ industrious and efficient ’ and it 
has helped the Assembly to control the public expenditure 
effectively. 

So fai we have destnbed the system of financial control in 
connexion with the cential Government In the case of the pro¬ 
vincial Governments no real contiol by the Legislatures was 
possible till 1919 With the clean sepaiation of levenues between 
the central Government and the provinces, it became possible for 
the provincial Legislatures to obtain some control over finances. 
The piocedure adopted for the provincial Councils was nearly the 
same as for the central Legislature. The non-votable items were 
fewer. They were : (1) contributions to the central Government, 
(2) interest and sinking fund charges on loans, (3) expenditure of 
which the amount was prescribed by or under any law, and (4) 
salaries and pensions of certain high officials, including the judges 
of the High Court In the case of ‘ transferred ’ subjects the vote 
of the Council was on the whole effective, but any ‘cuts’ in 
expenditure on ‘ reserved ’ subjects could be restored by the 
Governor in case of necessity. The Standing Finance Committee 
of a provincial Council exercised a much laiger influence than 
the corresponding committee of the Central Legislative Assembly. 
It was not merely an advisory body In some provinces it was 
consulted on the imposition of additional taxation and it largely 
determined the distribution of surplus revenue between the ' trans¬ 
ferred ’ and ‘ reserved 1 halves of the Government. The budget 
procedure was the same as in the Central Assembly, except that 
theie was no annual Finance Bill. Taxation in the provinces 
was imposed under permanent statutes or executive orders having 
the force of law, and not fixed from year to year. The Public 
Accounts Committees of the provinces functioned on the same lines 
as in the central Government and did useful woik. 
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REORGANIZATION OF THE FINANCIAL SYSTEM, 1920-8 

§1. The New Financial System oil Trial 

The introduction of financial reforms was accompanied by many 
unfortunate circumstances In March 1920, when introducing the 
budget, Sir Malcolm Hailey said that there were only two clouds 
on India’s financial horizon, namely, the legacy of War finance 
which pointed to the need tor severe economy, and the continu¬ 
ance of high prices which necessitated a wholesale levision of the 
pay of all state seivants, thus imposing laiger burdens on the 
tax-payer. But public revenues were growing and prosperity was 
expected to continue. These expectations, however, weie soon 
falsified. ‘The trade boom passed awav with uncanny rapidity, 
leaving behind it a trough of depiession.’ 1 Imports continued to 
pour in, but exports showed a rapid fall owing to the collapse of 
purchasing power in Europe When exports fell, India’s purchas¬ 
ing power was atfected and the imported goods lay unsold in the 
warehouses. In 1919 there was a merchandise balance of 
£127 millions m India’s favour, but in the )ear 1920 imports 
exceeded exports by £21 millions The failure of the monsoon of 
1920 and the heavy expenditure on the fiontier expeditions added 
greatly to these difficulties. The defence budget, which stood at 
Rs. 30 crores in 1914, had swollen to Rs 70 crores by 1920-1 
The results were . (1) unbalanced budgets, (2) an embarrassingly 
large floating debt, (3) unstable exchange, and (4) serious currency 
difficulties On the recommendation of the Babington Smith 
Committee of 1919 the mpee was stabilized at two shillings gold. 
But the circumstances that followed were most unfavourable to 
the maintenance of such a high exchange value and the exchange 
rate fell from 2s\ lid, in Februaiy 1920 to Is. 5fd. at the end 
of the year This tiemendous fall of the rupee greatly increased 
the burden of remittances to London The Government tried to 
influence the exchange by the sale of Reverse Councils, but the 
attempt was bound to fail owing to the fall of exports. 

All this told heavily on the central budget. The Government 
had accumulated a deficit of Rs 30 crores in the years 1918-19 
and 1919-20. The year 1920-1 closed with a deficit of Rs. 26 crores 
and the revised estimate for 1921-2 disclosed a deficit of Rs. 34 
crores. Thus the accumulated deficit of four years was Rs. 90 
crores. These deficits were met partly by the issue of unbacked 


India in 1920, p. 78. 
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currency notes, and this had undesirable consequences. More¬ 
over, the construction of New Delhi added to the Government’s 
deadweight debt. The annual debt charge thus became heavy, 
and there followed ‘a deterioration in India’s credit, an increase 
in the cost of borrowing and a depletion of the resources available 
for desirable capital development V Sir Basil Blackett charac¬ 
terized this as a ‘rake’s progress’. 2 

Nor were the pi ovine ial finances in a more prosperous condition. 
Most of the piovincial Governments had deficit budgets and their 
finances were seveiely strained They blamed the Meston Settle¬ 
ment; Bengal and Madras were paiticularly vociferous in their 
demands for a revised settlement The difficulties of Bengal were 
considered exceptional and its contributions were theiefore remitted 
by the Government of India The Madras case did not make 
any great impression, and Madras continued to make large contri¬ 
butions to the central revenue The serious financial situation 
confronting the cential Government made further concessions 
impossible at the moment. 

§■2 How Financial Equilibrium was Restored 

The Government of India handled the situation by retrench¬ 
ment and by imposing fresh taxation, mostly under customs duties. 

' When additional revenues are required ’, said Sir Malcolm Hailey 
in the Assembly, ‘ the first head to which one’s thought naturally 
turns is customs ’ J In 1921-2 the general ad valorem duty was 
raised from 1\ per cent, to 11 per cent, and a special duty of 
20 per cent, was imposed on motor cars, silks, umbrellas, watches, 
etc. The duty on sugar was raised from 10 per cent, to 15 per cent. 
Cotton goods also came under the 11 per cent ad valorem duty, 
but the Finance Member expressly stated that the enhancement 
was made solely on account of financial necessity and not 
as a departme m fiscal policy. 1 It was expected that these 
additional taxes would balance the budget, but owing to the 
deepening of the trade depression and the failure of the monsoon, 
a heavy deficit of Ils. 28 crores was disclosed at the end of the 
year Further additions to taxation had therefore to be made in 
1922. The general import duty was raised from 11 per cent, to 
15 per cent. This was originally intended to apply to the import 
of cotton goods, but as the proposal to raise the countervailing 
excise from 3J per cent, to 7^ per cent was not approved by the 
Legislative Assembly, cotton goods were excluded from the 
tariff enhancement Duties on certain luxury goods were raised 
from 20 per cent, to 30 per cent, and increases were also made in 
the duties on sugar, kerosene, matches and other articles. The 

1 Budget Statement (1923-4), p 6 J ibid 

* Budget Statement (1922-3), p. 11. 4 Budget Statement (1921-2), p. 16. 
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duties on machinery, iron and steel and railway material were 
raised from 2£ per cent, to 10 per cent. 

At the same time the income-tax was also increased. In 1921 
the rate of super-tux on incomes between Rs. 3 lakhs and Rs. 3£ 
lakhs was raised to 3J annas per rupee and those over Rs. 3J 
lakhs were charged at 4 annas. In the following year, the rate 
on incomes between Rs. 30,000 and Rs 40,000 was raised from 
14 pies to 15 pies and that on incomes above Rs. 40,000 from 
16 pies to 18 pies. The Government originally intended to abandon 
the super-tax after the War, but the financial situation made it 
impossible to do so. Railway rates and fares w'ere also increased 
in 1922. In spite of all these measures the yeai 1922-3 closed 
with a deficit of Rs. 9 crores. 

The need for a drastic retrenchment of expenditure was felt 
at an early stage and in May 1922 the Indian Retrenchment 
Committee was appointed with Lord Inchcape as chairman 
After a searching scrutiny of the expenditure of the central 
Government, the Committee, in March 1923, recommended 
reductions amounting to Rs 19| crores in the central expenditure. 
The Committee considered that the defence budget was too heavy 
and recommended that it should be brought down to Rs. 57J 
crores in 1923-4 and that it should be eventually stabilized at Rs. 50 
crores. Most of these proposals were given effect to in the budget 
for 1923-4 Notwithstanding these drastic economies and all-round 
increases in taxation the budget estimates for 1923-4 revealed a 
deficit. The Government then had recourse to doubling the duty 
on salt. The Assembly refused to consent to this measure and the 
Finance Bill had to be certified by the Viceroy. The result was 
that the anticipated deficit for 1923-4 was converted into a surplus 
of Rs. 2 - 4 crores. 

Thus the tide turned. From 1923 economic conditions in 
India showed a great improvement. The monsoons were good, 
exports increased and the balance of trade m favour of India 
reached higher figures than ever before. Large quantities of gold 
bullion flowed into the country. When trade revived the revenues 
also looked up, and the budget position of the Government of 
India became strong It was therefore possible to reduce a part 
of the increases made in taxation m the years 1921 to 1923 
In 1924-5 the salt duty was reduced to the old level of Rs. 1-4 
per maund, and the export duty on raw hides and skins was 
reduced from 15 per cent, to 5 per cent. In November 1925 an 
Ordinance was issued suspending the cotton excise duty which 
had caused a good deal of political trouble, and it was finally 
abolished in April 1926. With a view to encouraging motor 
transport in India, the duty on motor cars was reduced from 30 per 
cent, to 20 per cent, and that on tyres from 30 per cent, to 15 per 
cent, in 1927-8. In the same year the export duty on tea and 
the import duty on machinery were also abolished. 

22 
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§3. Retnodelling of the Financial System 

After easing the immediate difficulties, Sir Basil Blackett 
set to work on various lines of financial reconstruction. The 
principal measures taken were connected with railway finance, 
public debt and currency reform. The quick recovery of India 
from the depression of 1920-2 was largely due to these timely 
measures. 

The financial position of the Indian Railways needed a thorough 
overhauling. Since 1900, a steady increase had been taking place 
in the contribution of the Railways to the general revenues of the 
country. During the War the income of the Railways expanded 
greatly and the Meston Committee made its financial arrangements 
on the assumption that the contribution from the Railways would 
be not less than Rs. 10J crores, but these expectations were soon 
belied. There was a sharp fall in Railway earnings in 1920-1, 
and this continued for some time in spite of the increase in rates 
and fares. Thus the contribution to general revenues fell from 
Rs. 9 crores in 1921-2 to just over Rs. 1 crore in the two following 
years. Thus the financial management of the Railways began to 
cause the Government grave anxiety. 

The Acworth Committee (1920-1) stated that the allotments for 
railway expenditure were determined from year to year with 
little regard to the actual requirements of the Railways and that, 
if the Railways were to be run on strictly business lines, a complete 
separation of railway finance from the general finances was really 
necessary. In the opinion of the Retrenchment Committee, both 
capital expenditure and working expenses were too high. The 
Railways might at any time become a heavy liability on the 
national resources The earnings were unsteady and varied accord¬ 
ing to the nature of the season, so that the inclusion of those 
earnings in the general accounts made the central budget a veritable 
‘ gamble in lain ’ The_ result was, as Blackett put it, ‘ an alter¬ 
nation between laids by the railways on the tax-payer and raids 
by the tax-payer on the railways ’ 1 It was therefore decided, 
in the interests both of the Railways and of the Government, to 
separate railway finance from the general budget. The matter was 
fully considered by the Assembly in September 1924, and it was 
decided that the railway finances should be separated from the 
general finances of the country and that the general revenues 
should receive a definite annual contribution from the Railways, 
which should be the first charge on their net receipts. This con¬ 
tribution was settled on the basis of 1 per cent, of the capital 
at charge in the penultimate year, plus one-fifth of the surplus 
profits in that year. Should the Railways fail to pay the contribu¬ 
tion m any year, the deficiency was to be made good in subsequent 


Budget Statement (1924*5), pp. 10-11. 
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years before any net receipts could be deemed to accrue. 
If, after the payment of the contribution, the amount available 
for transfer to the railway reserves exceeded Rs. 3 crores, one-third 
of the excess was to be paid to the general revenues. A Railway 
Reserve Fund was to be accumulated from the surplus profits, 
and this was to be used for securing the payment of the annual 
contribution and for providing, if necessary, for arrears of depreci¬ 
ation and for writing down capital. If the earnings on strategic 
railways were not sufficient to pay the interest on the capital 
invested on them, the deficiency u T as to be borne by the general 
revenues and would therefore be deducted from the contribution 
It was also decided to constitute in the Legislative Assembly a 
Standing Finance Committee on Railways, before which the annual 
railway estimates might be placed prior to the discussion of the 
budget in the Assembly Great expectations were raised by this 
arrangement. Sir Basil Blackett said ‘ The tax-payer will 
receive a regular and increasing contribution from his investment, 
largely independent of fluctuations in railway receipts and expendi¬ 
ture, and the railways will be able to spend money according to 
the real needs of the railway system, unimpeded by the necessity 
for conforming to the vagaries of budget figures and the require¬ 
ments of budget accounting. The railways will become a real 
commercial undertaking managed on commercial lines and the 
tax-payer will get the benefit of commercial accounts and manage¬ 
ment.’ These expectations were not fulfilled, as we shall see 
later. 

The ordinary or unproductive debt of the Government of India 
had fallen from Rs. 105 crores in 1898 to Rs. 3 crores in 1916. 
Then came the World War and the debt swelled again It stood 
at Rs. 261 crores in 1922 and Rs. 228 crores in 1924 Out of 
this, Rs. 98 crores represented the accumulated deficits, about 
Rs. 10 crores was due to the building of New Delhi, and Rs. 120 
crores was India’s War debt. To this must be added the 
productive debt of Rs 578 crores. From the first Sir Basil 
Blackett was convinced that the unproductive debt ought to be 
redeemed, and his knowledge of the management of the British 
public debt was very helpful in this connexion He suggested in 
his budget speech of 1923 that the unproductive debt should be 
redeemed in fifty years and the pioductive debt in eighty years. 
At the rate of 5 per cent compound interest, it was found necessary 
to make an annual piovision of Rs. 3-66 crores. In a Resolution 
adopted on 9 December 1923, it was decided that, for a period 
of five years in the first instance, the annual provision for reduc¬ 
tion or avoidance of debt to be charged against revenues should 
be fixed at Rs. 4 crores plus one-eightieth of the excess of the 
debt outstanding at the end of each year over that outstanding on 
31 March 1923. Blackett also carried through some successful 
conversion operations, and thus considerably reduced the burden 
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of the annual debt charges. The improved credit of the Govern¬ 
ment of India was an important factor in the success of these 
operations. 

We have already dealt with the dislocation of the Indian 
currency and the injury that it did to the trade and public finance 
of the country. In 1925 a Royal Commission was appointed, with 
Sir Hilton Young as chairman, to inquire and report on the 
reorganization of the Indian currency, and it reported in 1926. 
The principal recommendations were that the Indian currency 
should be based on a gold bullion standard, that a Reserve Bank 
should be established to manage currency and credit in India, and 
that the latio of the rupee to gold should be fixed at Is. 6d. As 
is well known, the third of these recommendations caused a great 
deal of controversy in the country. However, by the Currency 
Act of 1927, the Indian currency was placed on a gold bullion 
standard and the ratio of Is. 6d. was adopted. The question of a 
Reserve Bank for India was also soon taken up 

Blackett was also keen on reorganizing the tax system of the 
country. The tax system as a whole, and in particular the distri¬ 
bution of the tax-burden as between economic groups and pro¬ 
vinces, evoked considerable cuticism in those days, and therefore 
m 1924 the Government appointed the Indian Taxation Enquiry 
Committee with Sir Charles Todhunter as chairman to survey 
the whole field of taxation, central, provincial and local, with a 
view to improving the existing sources, finding new sources and 
overhauling the machinery of tax collection The exclusion of 
land revenue (in some of its aspects) from the scope of the inquiry 
created some controversy in the Assembly. The Committee made 
a searching analysis of the tax resources and submitted its report 
in 1925. 

The establishment of the Indian Tariff Board was also largely 
due to Blackett With a view to giving effect to the policy of 
discriminating protection which the Government adopted in 1923, 
a Tariff Board was established m that year as an expert body to 
advise the Government on specific proposals or requests for pro¬ 
tection The fundamental conditions to be fulfilled by an industry 
in order that it may be granted protection were (1) that the 
industry should possess natural advantages, (2) that without the 
help of protection it would not be likely to develop at all or not 
so rapidly as would be desirable, and (3) that it would eventually 
be able to face world competition without protection. By 1934 
the Board had carried out 50 inquiries In a large number of 
cases the Board recommended the grant of protection and m regard 
to many of them the Government gave effect to the recommenda¬ 
tion The principal industries that have thus been given protec¬ 
tion are the cotton mill industry, iron and steel, matches, salt 
and sugar. 

Another important subject that interested Blackett was the 
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encouragement of the investment of Indian capital in the country. 
In 1924 a committee was appointed, with Blackett himself as 
chairman to consider the question of the flow of capital into India 
from external sources. The Committee reported that restrictions 
on external capital were neither practicable nor desirable, but 
recommended a number of specific measures for increasing India’s 
capital resources. ‘India possesses’, they said, ‘a vast store of 
dormant capital awaiting development, and in order to make this 
available for investment banking facilities must be increased and 
extended.’ 

India owes a great deal to Sir Basil Blackett He thoroughly 
overhauled the Indian financial system. He was intensely inter¬ 
ested in the development of India’s lesources and he believed 
that Indian economic life could be quickened and enuched by 
exploiting the dormant capital of the country ‘ Tdle money’, 
he said in an address at the Delhi University, ‘ means idle 
manhood. Capital newly invested in India’s development means 
the opening of new avenues of employment and will go far 
to solve the problem of careers for Indian graduates The new 
capital required must be mainly India’s own capital, if only 
because the amount that can be safely borrowed from abroad, 
even if it were forthcoming, is strictly limited in amount. For 
a century and more India has been accustomed to rely mainly 
on external capital both for her governmental capital expenditure 
and for the development of her industrial resources. To some 
it may sound fantastic, in view of this historic habit, to talk of 
India’s not only supplying the whole of her own capital require¬ 
ments, but also becoming a lender of capital for the development 
of other countries Yet I believe firmly that, given the necessary 
development of banking and credit facilities and goodwill and 
readiness to profit by the counsel and assistance of European 
businessmen, the time is not very far distant when India will be 
doing both these things India would seem by nature to be 
destined to be a creditor country, if only her people will it so.’ 1 
It was with such aims in view that Blackett increased the facilities 
for the accumulation of savings, especially small savings, and 
prepared the ground for a reorganization of the Indian banking 
system. In many ways, Blackett reminds one of James Wilson. 
On both of them fell the heavy duty of reorganizing the Indian 
financial system after a serious dislocation, and both discharged 
that duty with great earnestness and singlemmded devotion to the 
country’s interests. 


§4. Provincial Contributions 

We have already seen that the provincial finances were also 
affected adversely by the depression that followed the War. The 


* India w 198S-6, p. 989 
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provincial Governments struggled to balance their budgets by 
practising strict economy and by raising fresh taxation. Under 
the Reforms, the provincial Governments were made responsible 
for the provision of what are called ‘nation-building’ services; 
to wit, education, public health, agriculture, industrial develop¬ 
ment, etc. This meant a large increase in establishments and in 
the salary bill. But the revenues assigned to them were of a 
comparatively inelastic nature. Nor were those revenues fully 
theirs; out of them they had to pay large contributions to the 
central exchequer. The burden of the contributions fell lightly on 
certain provinces, but heavily on others Madras and the United 
Provinces complained bitterly about the inequality of the burdens. 
Madras had to pay an initial contribution of nearly Rs. 3V crores. 

The Government of India realized the justice of these pro¬ 
vincial complaints, but were unable to modify the Meston Award 
as its own finances were m a parlous condition But the central 
finances improved after 1024, as we have seen The budget for 
1925-6 showed a surplus of Rs 3‘24 crores and Blackett announced 
that Rs 2 - 50 crores would be used for a remission of provincial 
contributions According to the Meston Award the first remissions 
were to go to Madras, the United Provinces, the Punjab and 
Burma, and only after half of their total contributions had been 
remitted could other provinces be given any relief Thus Madras 
received Rs 126 lakhs, the Punjab Rs 61 lakhs, the United 
Provinces 56 lakhs and Burma Rs 7 lakhs In 1926-7 the Central 
Government were able to spare a fmtlier amount of Rs. 1-25 crores 
and this was also distributed among the same four Provinces. In 
1927-8 the Finance Member declared a net recurrent surplus of 
Rs. 3-64 crores This was not sufficient to wipe out the whole 
of the contributions, but, owing to the appeal for help from 
Bombay, the contributions were remitted m toto for that year by 
diverting a portion of the surplus set apart for debt redemption. 
This total remission was then said to be only a temporary 
measure, but, as the central finances showed a further improve¬ 
ment in the following year, Sir Basil Blackett was able to announce 
the total abolition of the contributions m his budget statement 
for 1928-9. ‘ Ever since the reforms were inaugurated he said, 

‘ the piovincial contributions have been a millstone round the 
neck both of the central Government and of the provincial Govern¬ 
ments, poisoning their mutual relations and hampering their every 
action Their quality, even more than their amount, has strained 
the resources of the giver and the patience of the recipient. They 
have brought curses, not blessings, both to him who has given 
and to lum who has taken.’ 1 

In other ways also, the financial position of the provincial 
Governments was consolidated and improved. The Act of 1919 


1 Budget Statement (1927-8). 
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increased the borrowing powers of the provinces. Some of the 
provinces accordingly raised their own loans within India, but 
it was found that they had to pay rates of interest higher than 
those paid by the Government of India. It was therefore found 
more advantageous for the provinces to borrow from the central 
exchequer, and to systematize such borrowings a Provincial Loans 
Fund was established m 1925 1 Its object was to regulate the 
terms and conditions, the rates of interest and the period of 
amortisation of all advances made by the central Government to 
the provinces. This fund was intended to be self-supporting and 
independent of the central debt. The Government of India 
normally refrained from scrutinizing the purposes for which the 
loans were taken, but the terms as to interest and repayment varied 
according as the loan proceeds were to be used for remunerative 
capital expenditure or otherwise. The provincial Government’s 
right to borrow in the open market subject to the conditions in the 
Local Government Borrowing Rules still remained intact. It has 
been gradually becoming clear from the experience of other Fede¬ 
rations, especially Australia, that a co-ordination of borrowing by 
the Governments in a Federation is essential, in the interests both 
of the central Government and of the provinces, and that a system 
of co-operation through a common agency is often the best 
arrangement. The establishment of the Provincial Loans Fund 
was therefore a step in the right direction When introducing that 
scheme in the Assembly in 1924, Blackett expressed the hope that 
the fund would some day be .administered by an Indian body 
corresponding to the National Debt Commissioners and the Public 
Works Loan Commissioners in England. 2 As a result of this 
scheme the provinces were enabled to borrow on easier terms for 
development purposes. 

Another longstanding grievance of the provinces was that, 
though they were charged interest when they overdrew their 
balances with the Government of India, they were allowed no 
interest when they had credit balances. This grievance was also 
removed by the decision that the provinces need pay no interest 
on withdrawals during the financial year; any overdraft outstanding 
at the end of a financial year was to be converted automatically 
into a loan. 

The separation of the provincial balances from the central is 
essential for the financial autonomy of the provinces. As Sir 
Frederick Gauntlett, Auditor-General, said • ‘ The recognition of a 
right to separate balances almost necessarily seems to imply the 
recognition of a right to a larger degree of freedom from external 
financial control. Moreover, until a government has its own 
separate balances it cannot adequately realize the importance of 
financial consideration.’ But various circumstances made this 


1 Simon Commission, vol V (Memoranda), Part II, pp 1014-20. 
’ Budget Statement (1924-5) 
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reform difficult at the time and the matter had to wait till the 
Reforms of 1935. 

Another financial proposal considered was the separation of audit 
from accounts Such a reform was regarded as essential for some 
time, and as an experimental measure, audit was separated from 
accounts on the civil side in the United Provinces and also in 
certain depaitments of the Government of India In regard to 
the Army, such a system had already been practically in vogue. 
But the experiment was not regarded as a great success and on 
financial grounds it was abandoned with the approval of the 
Secretary of State ‘ The question which system is the more 
correct one m principle still remains open.’ 1 


* Introduction to the Indian Government Accounts and Audit, No 11, dated 
2 March 1934. 



CHAPTER XXVII 


PROPOSALS FOR RE-ALLOCATING FINANCES 

§1. Defects of the Meston Settlement 

As we have already seen, the financial settlement of 1019 caused 
a serious strain m the relations between the Government of India 
and the provincial Governments. A persistent agitation continued 
for a modification of the ‘ Meston Settlement The ‘ industiial ’ 
provinces, namely Bombay and Bengal, made the loudest com¬ 
plaints, but the ‘agricultural’ provinces (Madias, the United 
Provinces, the Punjab and others) also joined the chorus, although 
on different grounds For the moment, the, provincial contribu¬ 
tions formed the principal cause of complaint, and therefore they 
were, rectified at the earliest opportunity. By the abolition of the 
provincial contributions in'1927, the grievances of the agricultural 
provinces were removed, but those of the industrial provinces still 
remained and their protests became even louder afterwards Their 
main complaint was that, while the provincial expenditure was 
necessarily expansive, the provincial revenues were inelastic and 
altogether inadequate to meet the growing needs of the 
‘ transferred ’ services Provincial taxes w r ere paid chiefly by the. 
agricultural classes, and it was not possible to add much to their 
burdens Industrial income, went on growung, but the provinces 
could not tax it Since customs duties and the income-tax went 
to the central Government, the revenues of the industrial pro¬ 
vinces were very inelastic Thev felt this especially after the 
abolition of the provincial contributions, which increased the 
resources of the, agricultural provinces The industrial provinces 
therefore pressed for a modification of the whole basis of the 
division of revenues between the central Government and the 
provinces. 

It is by no means an easy task to examine the equity of the 
distribution of sources of revenue between the central Government 
and the provinces Some of the criteria used by critics were rather 
unsuitable. The Meston Settlement was often criticized on the 
ground that a much larger proportion of the total revenue of the 
industrial provinces than of the agricultural provinces was taken 
by the central Government. For instance, it was pointed out 
that of a total revenue of Rs. 28§ crores raised in Bengal, 
the provincial Government was given only Rs. 7 crores or 
26 per cent., while Madras obtained Rs. 8 crores out of Rs. 20 crores 
(40 per cent.) and the United Provinces Rs. 8 crores out of 
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Rs 13*75 crores (60 per cent) 1 The weakness of this line of 
reasoning is obvious. The total revenue taken for comparison 
includes customs and income-tax collections. It is a \yell-known 
fact that a very large propoition of the exports and imports of 
all India passes through, and are taxed at India’s two principal 
ports, Bombay and Calcutta, and to assign to the provinces of 
Bombay and Bengal the large customs collections at those two 
large ports would be most unjustifiable Income-tax stands on a 
different footing; yet, as we shall see presently, it would be most 
unfair to assign to Bengal and Bombay all the income-tax col¬ 
lected in those provinces. 

A more reasonable method of comparison is to see what increase 
of revenue accrued to each province as a result of the Reforms. 
This is shown in the following table 

Increase of Revenue from 1921-2 to 1928-9 


(In lakhs of rupees) 


Province ! 

Revenue 1921-2 
(deducting 

Revenue 1928-9 

Percentage 

1 

contributions) 



Madras 

1 11,46 

! 17,53 

53 

Bombay 

13,11 

15,22 

16 

Bengal 

8,32 

10,99 

32 

United Provinces 

10,02 

11,45 

14 

Punjab 

7,10 

11,16 

57 

Burma 

9,18 

11,12 

21 

Bihar and Orissa 

4,43 

5,87 

30 

Central Provinces 

4,68 

5,36 

16 

Assam , . 

1,81 

i 

2,74 ! 

50 

Total provincial levenues 

1 

91,44 

30 


It is clear from the above table that the Punjab and Madras 
enjoyed a much larger increase of revenue than Bombay, the 
United Provinces, Bengal, and Bihar and Orissa. But it does 
not necessarily follow that the anangement was unfair. This 
result was partly due to the rectification m 1919 of the longstand¬ 
ing injustice suffered by certain provinces before the Reforms. As 
has been shown in previous chapters, Madras and the United 
Provinces contributed before 1920 much larger proportions of their 
total revenues to the central exchequer than Bengal and Bombay, 
but this inequality was hidden by the system of ‘ divided heads ’. 
This was largely rectified in 1919 by assigning certain revenue 
heads to all the provinces alike, excejit so far as it was continued 
temporarily by the system of provincial contributions. 

Another way of examining the equity of the settlement is to 


* Note of the Finance Committee of Bengal on the Meston Committee’s Report. 
This point of view is also emphasized by J N. Gupta, The Case for Financial 
Justice to Bengal (1931), pp 34-6, 
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compare the revenues of the different provinces on the per head 


and per unit of area bases 

The following table 

brings out this 

comparison (for the year 1929-30) • 


Province 

Revenue per 

Revenue per 


head of population 

square mile 


Rs. 

Rs. 

Madras 

3-98 

1,184 

Bombay 

6-95 

1,089 

Bengal 

2-25 

1,367 

United Provinces 

2-84 

1,213 

Punjab 

5-66 

1,173 

Burma 

8-35 

472 

Bihar and Orissa 

1-69 

690 

Central Provinces 

3-80 

530 

Assam 

3-40 

488 


We may also compare the expenditure in the different provinces 
on transferred services, but this mode of conipanson is also liable 
to the defect mentioned above. 


Expenditure in lakhe of rupees 


Province 


11)2*2-3 1 

1929 30 
(budget) 

| Percentage 

1 increase 

Madias 


4,11 3 

7,63 8 

86 

Punjab 


2,99 0 

6,42 7 

82 

United Provinces 


2,98 0 

3,88 2 

30 

Bombay 


4,53 5 

5,67 6 

25 

Bengal 

... 

3,53 9 

4,04 0 

14 


In the following table a comparison is made of the expenditure 
on education and public health per head of population in the 
different provinces The figures are for 1929-30. 1 





Expenditure 

j>er head 

on 

Piovince 

Education 

Medical 
and Public 

Total 





Health 

Expenditure 


Rs 

as 

P«. 

Rs 

as 

ps 

Rs as ps 

Madras 

0 

9 

9 

0 

5 

5 

4 2 11 

Bombay 

1 

1 

0 

0 

7 

6 

8 4 8 

Bengal 

0 

4 

6 

0 

3 

4 

2 8 10 

Jmted Provinces . . 

0 

6 

9 

0 

2 

3 

2 11 8 

Punjab 

0 

13 

0 

0 

6 

3 

5 8 8 

Burma . . . 

0 

15 

4 

0 

7 

10 

3 9 11 

Bihar and Onssa 

0 

4 

2 

0 

2 

5 

1 13 0 

Central Provinces 

0 

6 

6 

0 

2 

7 

3 12 8 

lasam 

0 

6 

9 

0 

4 

8 

! 

3 14 9 


1 See Swum Commission Report, vol. II, p 233. 
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That there are great disparities between the different provinces 
in the standard of expenditure is clear. Between Rs. 1-13-0 
per head in Bihar and Orissa and Rs. 8-4-8 per head in Bombay, 
the gap was a great one. But it must be borne in nnnd that these 
figures give no clear indication of the true state of affairs in the 
different provinces. As Layton has pointed out, in a province 
like Bombay with a scattered population more teachers and police¬ 
men must be maintained per head of population; and the cost of 
roads and of medical and sanitary services must be higher per 
head. 1 The differences in the cost of living and m the standard 
of remuneration between the different provinces must also be 
taken into account Nevertheless, the fact remains that in some 
provinces progress had been rapid, while m others it had been 
slow. In the case of Bombay, it is true the standard of expendi¬ 
ture was already comparatively high, but in provinces like Bengal, 
and Bihar and Oiissa, the level of expenditure was low and did 
not show any tendency to rise Various historical and other causes 
can be found for the rigidity of revenues in certain provinces. 
Tn Bengal and other permanently settled tracts, land revenue 
has hardly increased in the last hundred years, and even the 
attempts to impose cesses have been only partially successful. 
Excise is also not a very elastic source m Bengal, and therefore 
the growth of revenue in that province was confined to stamps, 
registration charges and small items like amusement-taxes. Thus 
the allocation of somces of revenue in 1919 was unfavourable to 
Bengal. Other provinces sought to enhance their revenues by 
additional taxation, but Bengal dul not do so 

The difficulties of Bombay arose chiefly from its rather lavish 
outlay on certain development schemes which proved unprofitable 
financially. The lesult was that Bombay had to spend nearly 
20 ]>er cent of its revenue on debt charges, while other provinces 
spent on that head only 8 - 5 per cent on an average Madras, 
for instance husbanded its resomces very carefully and consequently 
its debt charges came to only 5 per cent of its revenue in 1929-30. 

The following table shows the burden of land revenue and 
excise per head in the various Provinces in 1928-9. 


Land Revenue 


Province 

Per head 

Per acre 

Excise 
Per head 

Bengal 

Rs. as ps 

1 3 8 

Rs as. ps 

0 11 0 

Rs. as ps. 
0 7 2 

Bihar and Orissa ... 

0 9 5 

0 8 6 

0 8 1 

Bombay 

1 11 6 

2 7 9 

1 12 9 

Madras 

2 5 0 

1 14 9 

18 3 

United Provinces 

2 0 0 

1 15 9 

0 4 4 

Punjab 

2 5 7 

3 6 4 

0 8 3 


1 Stmon Commission Report, vol. II, p. 282. 
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Whatever might have been the causes of financial stringency 
in the provinces, there is no doubt that in the interests of economic 
welfare the provinces needed larger revenues than they possessed. 
The dfities* connected with the economic and social development 
of the country fell mainly to them, and without adequate revenues 
they could not be expected to discharge those duties satisfactory. 
It was also necessary to enlarge their powers, so that they might 
feel full responsibility for their own financial solvency. 


§2. Proposals for Reform 

The question of a re-allocation of resources between the central 
Government and the provinces was taken up soon after the 
Reforms, and it evoked a prolonged controversy, not only between 
the Governments concerned, but also among businessmen and 
economists. It formed part of the subject-matter of the inquiries 
by the Muddiman Committee (1924), the Indian Taxation Enquiry 
Committee (1924-5) and finally the Indian Statutory Commission 
(assisted by Sir Walter Layton) in 1929-30 Chambers of Com¬ 
merce discussed the matter at their conferences, and the Indian 
Economic Association made it the subject of its deliberations at 
its annual conferences m 1929, 1930 and 1933. 

In a composite, quasi-federal political system like that of India, 
there are three possible methods of effecting the financial adjust¬ 
ment between the centre and the provinces (1) the whole of the 
revenues may be collected by the central Government and a part 
may be distributed among the provinces; (2) the whole revenue 
may be collected by the provinces and then contributions may be 
made to the central Government; (3) each Government may have 
its own independent sources of revenue The first method had 
been tried before 1919 with unsatisfacton results and it is neces¬ 
sarily unsuited to a quasi-federal system in a country of the size 
of India with provincial Governments which govern larger popu¬ 
lations and territories than most of the sovereign states in Europe. 
The second alternative would place the central Government in the 
position of a pensioner of the piovinces and is utterly unsuited to 
the requirements of India. Provincial contributions w'ere tried 
and were found to be 'a curse both to those who gave and to 
those who received We are therefoie left with the third alter¬ 
native of separating the resources of the central Government and 
the provinces. This was what the Reforms of 1919 actually did 
For the first time the provinces were placed on a basis of substantial 
financial autonomy and were dealt with uniformly m regard to 
sources of revenue. Thus a thoroughly federal system of finance 
was adopted, although the constitutional frame-work was still 
unitary. The separation of sources of revenue was carried further 
than in many federal constitutions. Owing to the predominance of 
two or three large taxes in the revenue system of most countries, 
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it has been round difficult to effect a complete separation 
of the federal and the provincial heads of revenue, and therefore 
m some of them (e g. Canada, and Germany before 1934) the 
proceeds of certain important taxes are divided between the two 
governments in some fixed pioportions; m others the two govern¬ 
ments raise independent taxes of the same kind side by side (e.g 
Federal and State income-taxes in the U.S.A and Australia) 
In India it cannot be said that the Governments depend mainly 
upon two oi thiee laige taxes; there is perhaps a larger variety 
of resomces than in the case of many Federations. But, even 
here, difficulties are bound to arise when a clean separation of 
revenue heads is made. In the first place, certain revenue heads 
like land revenue and excise are high yielders m some provinces 
and low yielders in others. Secondly, the most expansive revenue 
heads m a developing country must be those directly depending 
upon industry and trade, namely, customs, income-tax, excises 
and commercial stamps. Most of these were allotted to the Centre 
in India, and thus the provinces were given very little access to 
the expanding resources resulting from increased industrial and 
commercial activity. The following table shows that the revenue 
from the two most important provincial heads had increased little 
between 1914 and 1930, whereas the levenue from the two most 
important central heads in 1930 was about five times what it was 
in 1914. 

(In croree oi rupees) 


Revenue head 

1 ' 

i 1861-2 

1901-2 

| 1914-6 

1 

1 1930-1 

Land Revenue 

19 6 1 

27 4 

31 8 

3o*a 

Excise (Provincial) 

16 

6-0 

13 2 

16 7 

Income-tax 

ll 1 

1 9 

30 

16 3 

Customs . .. 

2 8 

5 7 i 

f 

94 

46 8 


It is evident that in this period the proceeds of customs duties 
and income-tax pioved to be veiy expansive, although tins was 
largely due to increases m the rates of tax. Whenever economic 
development goes on rapidly, these revenues (especially income-tax) 
are likely to expand. 


§3. Proposals for Re-allocation 

Vanous measures of reform were considered in the course of 
the inquiries mentioned above. As a radical remedy, it was sug¬ 
gested that the whole of the revenues might be collected by the 
provincial Governments and contributions made by them to the 
central Government. Others thought that a redistribution of the 
revenue heads would suffice. But the view that finally obtained 


1 This figure is for 1860. 
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the greatest support was that the worst faults of the Meston Settle¬ 
ment could be remedied by making the income-tax a balancing 
factor. It was also suggested that a Provincial Fund might be set 
up from which grants could be made to adjust inequalities. 

1. With a view to giving complete fiscal autonomy to the 
provinces, it was suggested (e g by some membeis of the Indian 
Central Committee on Constitutional Reforms) that all the 
revenues of India should belong to the provinces where they are 
collected. There are serious objections to this proposal. To make 
the central Government a pensioner of the provinces would weaken 
its authority and reduce its effectiveness in every way An 
arrangement of that kind made the American Confederation of 
1780 an unmitigated failure, since it was found difficult and almost 
impossible to conqiel defaulting states to produce their quotas. 
Even the weakest Federation today gnes independent financial 
resources to the central Government 

It can also be shown that the proposed system would result in 
unfairness as between provinces. 1 As already explained, revenues 
like customs and income-tax are largely collected at big ports and 
trade centres like Calcutta and Bombay and to assign them to 
the two provinces where they happen to be mainly collected would 
result in gross injustice to the other provinces. The case of 
customs revenue is the most glaring. It is collected chiefly at the 
main ports, but is ultimately paid by the people all over the 
country; and it would be impossible to allocate the proceeds of 
import duties to the various provinces on the basis of ultimate 
consumption without an elaborate and expensive bonding system. 
In exceptional cases, such as that of the export duty on jute, 
allotment can be made between provinces on the basis of the 
amount produced in each But the incidence of the duties on 
imported goods which form the mainstay of the customs revenue 
is uncertain. Further, it is essential that there should be uniform 
rates of customs duties throughout India, and this can only be 
effectively secured by means of a central oigamzation The fact 
is that the existing provinces of India aie not suitable areas to 
be treated as independent fiscal units. If India were divided up 
into four or five homogeneous provinces, each being an economic 
unit with its own port and its agricultural and industrial areas, 
it might then be possible to establish a fiscal system as proposed 
above. In the present circumstances, many of the provinces 
cannot establish any natural right to the revenues collected within 
their territories. The absurdity of such a claim becomes clear 
when we remember that under that arrangement Bengal would 
get over Rs. 40 crores of revenue while Bihar and Orissa, with a 
population only 25 per cent, less than that of Bengal, would get 
only about Rs. 7 crores. 


1 Simon Commission Report, vol. II, pp. 245-7. 
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2. Some persons suggested a partial redistribution of revenue 
heads with a view to increasing the provincial resources. Some 
of the proposals put forward were sound; for instance, it was very 
desirable that commercial stamps should be transfeired to the 
central Government, as the regulation of them was connected witli 
central functions and the rates prescribed should be uniform 
throughout the country. Other proposals weie not equally wise. 
One of them was the transfer of income-tax to the provincial 
Governments and of the excise on liquor and drugs to the central 
Government. 1 For the moment, the central Government would 
have been the gainer as the revenue from excise was Rs. 19 crores 
while that from income-tax was only between Rs 15 and Rs. 16 
crores, but eventually the latter would expand much more than 
the former and thus the piovmcial Governments would be able 
to obtain increasing revenue for financing the nation-building 
services. The proposal however, was not feasible, as the diffi¬ 
culties involved were insuperable. The liquor excise systems of 
the different provinces differ fundamentally, and it would not be 
easy to make them unifoim Nor is it desirable to leave to officers 
of the cential Government work which touches so closely the 
life of the people and requires the help of the Police, who are 
under piovmcial control. Some supported the proposal on the 
ground that a centrally administered excise would facilitate 
prohibition, but that made the proposal specious, if not 
dangerous. 2 

It may be noted that the proposal for provincializing the 
income-tax came chiefly from Bengal and Bombay In those two 
provinces the income-tax collections are large, but (as has already 
been shown in regard to customs revenue) it would be untrue 
to say that all the income-tax collected in those provinces arises 
only from them The incomes on which tax is collected in those 
two provinces are not entirely earned in them The head-offices 
of most large businesses in India are at Calcutta or Bombay, 
and naturally they are assessed to income-tax there, but it 
would be a great injustice to the other provinces if all the 
income-tax paid by such businesses were assigned to the provinces 
where it is collected. As Sir Walter Layton cogently puts it 
‘ The population of towns, and in particular that of the capital 
cities, builds up its economic life on that of the country as a 
whole, while the prosperity of the great ports lias its roots m 
the villages of the interior as well as in those of seaboard provinces 
themselves. The shipping concerns and commercial houses of 
Karachi or Bombay, for example, may enjoy increased profits next 
year as a result of favourable agricultural conditions in the Punjab. 
These profits will mean higher income-tax assessments in respect 


1 See R M. Joshi’s paper in the Indian Journal of Economics, January 1920 
3 ' The Readjustment of the Indian Financial System 1 by P J Thomas, 
Indian Affairs (London), vol. I, No 1 (1980). 
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of incomes earned in the presidency of Bombay and increase the 
consumption m those cities of imported goods and, therefore, the 
amount of .customs revenue collected But it would be a mistake 
to attribute this expansion of levenne to the special industry or 
good fortune of the Presidency alone On the contrary, it would 
be due primarily to conditions elsewhere. . . . Under these 

conditions the tax revenue which arises from the activities of 
great centres, such as Bombay and Calcutta, is properly to be 
regarded as due to the whole economic life of India and not merely 
to that of a particular terutory round those ports.’ 1 * 

§4 Division of Income-tax 

It must be admitted, however, that if the piovinces can put 
forward a reasonable claim for any of the levenues now central, 
it must be for a shaie in the income-tax and perhaps also the salt 
tax. Although the income-tax levenue from the incomes of the 
larger businesses should be definitely central, there is no special 
reason, theoretical or practical, for the central Government 
being given the whole proceeds of the tax on personal incomes 
As Layton puts it • ‘ The system of distribution (of revenues') must 
enable a province to benefit from its own economic development 
and from the enlargement of its own tax-producing capacity. In 
other words it must receive some benefit from an increase of the 
revenue which arises within it ’ 3 A good part of the burden 
of industrial development falls on provincial shoulders and to deny 
them any share in the tax on the resulting income was unjusti¬ 
fiable. It was on these grounds that under Devolution Rule 15 
framed under the Government of India Act, 1919, three pies in 
the rupee of any excess in the income assessed to tax in a province 
in any year over that so assessed in 1920-1 was assigned to the 
provincial Government out of the proceeds of the income-tax. 
But the share thus allotted to the provinces was far too small. 
While industrial production was growing rapidly m Bombay and 
Bengal, those provinces had to look on and see practically the 
whole benefit so far as tax revenue was concerned going to the 
Government of India, although a good part of the burden of 
increased expenditure on this account fell on the provincial Govern¬ 
ments. The piovinces complained that while the central Govern¬ 
ment taxed the wealthy man, they could only tax the poor man. 3 

There was general agreement as to the advisability of giving 
the provinces a share in the income-tax revenue, but difficulties 

1 Simon Commission Report , vol II, p 246 

■* ibid., p. 251. 

3 The Financial Secretary of the Bombay Government said at a Conference. 

‘ If there is to be any leal piovincial autonomy, we ought to aim at a sjstem of 
taxation which permits the local Government to distribute its taxes according to 
principles which are recognized as being equitable We cannot tax mdustnes 

at all; we can only tax the cultivator and the poor man.' 

?3 
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arose when the mode of division was considered. Three methods 
of dividing the _proceeds of taxes on income between the Centre 
and the provinces have been employed in other countri.es, namely 
(1) levy of separate income-taxes by the two governments, (2) levy 
of the tax by the centre, with surcharges for the benefit of the 
provinces, and (3) division of the yield between the two 
governments in some proportion. 

1. In the federal constitutions of the United States and 
Australia, the States as well as the Federal Government levy 
separate income-taxes. Noimally each employs its own staff 
for collection. 1 This system has proved expensive and annoying in 
those countries The existence of two independent taxing authori¬ 
ties operating within the same spheie is bound to cause consider¬ 
able irritation to the tax-payers. On these grounds, that 
arrangement was condemned by the Royal Commission which 
inquired into the tax-system of Australia in 3920. Things would 
be woise if the rates vaned between different States. It is true 
that local authorities in India are permitted to levy taxes directly 
assessed on income and this has not caused any gieat annoyance. 
Considering the large size of India and the fact that the 
exemption limit for the central income-tax is fairly high, would it 
be practicable to develop a separate provincial income-tax in 
India? 

2. In European countries, the income-tax is levied by the 
central Government, which also levies surcharges (centimes addi- 
tionnels) for local purposes. The Taxation Enquiry Committee 
found various objections to the levy of any such surcharge in India 
for provincial purposes, but those objections seem to have been 
largely due to certain misconceptions * It would not be fair, for 
the reasons given above, to make this levy on the total amount 
collected in a province, but no theoretical objection can be raised 
against a surcharge on the tax paid on personal incomes of 
residents within the piovince. The fear that such surcharges 
might encioach upon the spheie of central taxation would be 
removed if the surcharges were limited to a definite percentage 
of the rates prescribed by the Government of India. 3 Layton 
supported the scheme of enlarging provincial resources by means 
of surcharges on the income-tax. 

3 A third alternative is to assign to the provinces a share 
in the proceeds of the income-tax levied and collected by the 
central Government By this arrangement a uniformity in rates 
and law can be secured, and on these and other grounds this has 
found favour in India Two alternative modes of dividing the 
pioceeds of the centra! income-tax were considered. 


1 The State of Massachusetts, however, engages the Federal Officers to collect 
the State tax as well 

J Taxation Committee Report (1926), p. 381. 

* Simon Commission Report, vol. V, Tart II, pp 876-6. 



PROPOSALS FOR RE-ALLOCATING FINANCES 


355 


(a) The Governments of Bengal and Bombay proposed that 
one-half of the proceeds of income-tax and super-tax collected 
within a .province should be assigned to that province. This 
would, of course, enable those two Governments to obtain for 
themselves a veiy large share of the income-tax revenue, but the 
injustice of any such method of assignment based on total collec¬ 
tions has alieady been explained. It would be extremely difficult 
to apportion the income of companies according to origin; if per¬ 
sonal incomes only were taken into account, this proposed method 
of assignment would be reasonable. 

(b) Another basis of distribution was proposed by the Taxa¬ 
tion Enquiry Committee, which investigated this matter carefully, 
in the light of the conclusions of the League of Nations Com¬ 
mittee of Experts on Double Taxation in 1921. The following 
were the principal recommendations of the Taxation Committee . 1 

Central Provincial 

1. Super-tax. 1 A basic rate on personal 

incomes graduated propor¬ 
tionately to the general 
rate. 

2. Collections on incomes that 2 A small portion of the 

do not appertain to rest- receipts of the Corporation 

dents in particular pro- Profits Tax 

vinces; e.g the tax on the 

undistributed dividends of 

companies and on incomes 

of persons resident abroad. 

The proposal to assign to the provinces a part of the tax on 
personal incomes has the advantage that the amount would vary 
with the taxable capacity of the province, but a graduated basic 
rate w r ould be inconvenient unless the Government of India could 
also adopt the same system of graduation. Therefore a flat rate 
on the total personal incomes was suggested by the Government 
of India as a simpler and more convenient airangement. 2 It 
would vary with the volume of economic activity in the province, 
and the provinces would thus get an elastic source of revenue. 
The above proposal was discussed at the conferences of provincial 
representatives m 1926 and 1927 and was generally agreed to by 
the provincial Governments. The Government of India objected, 
however, to the proposal to assign to the provinces a small part 
of the receipts from super-tax levied on companies Layton agreed 
with the Taxation Committee on general principles, but thought 
it preferable to give to the provinces one-half of the proceeds of 
the tax on personal incomes. He considered that m view of the 

1 Report, pp. 384-5. 

3 Circular letter to the Provinces, No. 116, dated 13 August 1926, para 7. 
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financial position of the Government of India no part of the 
proceeds of the super-tax could be given to the provinces. 1 

§5. A Provincial Fund 

It was also realized that a re-allocation of existing resources 
was not sufficient, fresh sources had to be tapped if the provinces 
were to be given adequate revenues Foi various reasons some 
authonties consideied that it was not advisable to leave it to the 
piovinces to levy the new taxes and that it would be better for the 
central Government to levy them and distnbute the proceeds to 
the provinces Sir Walter Layton diew up a proposal for a 
Provincial Fund, to be administered by an Intel-Provincial Council 
under the chanmanship of the Finance Member of the Govern¬ 
ment of India The Fund was to be distributed on the basis of 
population Excises on cigarettes and matches were suggested as 
possible sources of revenue tor the Fund and also the salt revenue, 
if and when the financial position of the cential Government per¬ 
mitted it. 2 3 These thiee excises were expected to yield a revenue 
of Rs 14 mores at the end of ten yeais The Snnon Commission 
blessed this scheme and the Government ot India gave it their 
general approval in their Dispatch on the Statutory Commission’s 
Report. 2 As we shall see, this proposal had some influence on the 
scheme finally adopted by Parliament in 1935. 

Soon after the Simon Commission had reported, the revenues 
of India shrank under the pressure of the greatest economic 
depression of modern times, and therefore the estimates and 
assumptions of Sir Walter Layton were upset The rectification 
of the Indian financial system was also put off By the time 
the Round Table Conference came to consider the financial prob¬ 
lem, the idea of an all-India Federation had been adumbrated 
and fiesh inquiries had to be made preliminary to devising a scheme 
of fedei ill finance. 


1 Simon Commission Report, \ol II, pp, 256, 258. 

• ibid , pp 259, 263-4 

3 ibid , pp 133-4, Government of India's Dispatch, dated 20 September 1930, 
pp 62-7 



CHAPTER XXVIII 


INDIAN FINANCES IN THE DEPRESSION 

SI. The Decline of Trade and Revenuen 

After 1922 the financial position of the Government of India 
became rather strong The external demand foi India’s staples 
went on increasing As a result tiade improved, the balance of 
tiade became favomable and the revenue expanded It was 
therefore possible not only to reduce or abolish certain taxes, 
but also to wipe out the provincial conti ibutions altogether It 
was then expected that such conditions would continue; and the 
Simon Commission looked forwaid to a definite upwaid movement 
in the revenues of the central Government, especially from 
customs duties and income-tax 1 These expectations were not 
fulfilled The Wall Street boom collapsed (October 1929) some¬ 
time before the Simon Commission finally reported 0990), and 
soon the whole world was plunged into the alnss of an unprece¬ 
dented economic depression Between October 1929 and Decem¬ 
ber 1931, the puces of India’s chief staples fell by about 
40 per cent The Calcutta index number (base 1914), which stood 
at 143 in Octobei 1929, fell to 87 by June 1932. 

The slump had most baneful effects on the trade and finances of 
the countiy The expmt trade of India in the ten years ending 
1929-30 amounted to an annual average value of Rs. 326 erores, 
but by 1932-3 it had fallen to Rs 136 erores—hardly two-fifths of 
the former aveiage The extent of the fall will be clear when 
we remember that even the pie-War average (ten years ending 
1914) was Rs 195 eiores The impoit tiade also fell from Rs 243 
erores (average of ten years ending 1929-30) to Rs 132 croies m 
1932-3. Tni|)oits would have slnunk further, had it not been for 
the additional purchasing jxnver cieated by the export of gold 
in copious quantities fiom 1931. 

This tremendous decline in foreign trade completely upset the 
revenue position of Government After the War, about tw T o- 
thirds of the central Government’s revenues came from customs, 
a source which depends directly on external trade Import duties 
produced the bulk of the customs revenue, and the imports which 
paid the largest revenue were sugar and cotton goods. The 
amounts of sugar and cotton goods imported declined rapidly 
after 1928, partly no doubt because of the country’s dwindling 
purchasing power, but chiefly on account of the great increase in 


1 op cit , pp 220-2. 
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home production which resulted from the State’s protective policy 
and the strong ‘swadesln’ spirit among the people. The import 
duty on sugar, which brought in Us. 10*63 crores in 1930-1, pro¬ 
duced hardly Rs. 5 crores in 1933-4; the revenue from duties on 
cotton goods also fell greatly owing to the rapid fall in imports. 
The revenue from income-tax registered a sudden decline, as was 
but natural, seeing that the profits of companies assessed to income- 
tax fell from Rs. 53 crores (average of five years ending March 
1930) to Rs. 29 crores m 1932-3. Perhaps the most pitiable 
record is that of the non-tax revenues, especially those from 
the commercial departments The following table is self- 
explanatory ; 


Non-Tax Revenue of the central Governmeyxt 


(In crores of rupees) 


Items 

1923-4 J 

1929-30 

1933-4 

Net revenue front commercial departments (chiefly 
Railways) 

8 97 

5 24 ; 

5G 

Net levenne from opium 

1 66 

2 55 

88 

Net revenue from currency and mint 

2 14 

2 00 

74 

Interest receipts 

j 3 1C 

4 40 

1 63 

Rxtiaordinary receipts . . 

2 (30 

1 89 

36 

Other levenues 

2 72 ! 

3 38 

2 72 

Provincial contributions . . . 

9 20 



Total 

30 45 

19 4G 

6 89 


The position of the Railways was the most disappointing factor. 
After the separation of the railway budget in 1924, the railway 
finances improved for a time and the contribution to the general 
revenues was maintained at an annual average of about Rs. 6 
crores till the depression deepened. The following table shows 
the position of the state-owned Railways before and after 
1929 : 
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Railway Finances, 1924-5 to 1935-6 


(In crores of rupees) 


Year 

Net* 

traffic 

receipts 

Net 

revenue 

Interest 

charges 

Surplus* or 
deficit 

Contribution 
to general 
levenues 

Net surplus' 
transferred 
to reserve 

1924-6 

38 13 

37 06 

23 90 

13-16 

6 78 ! 

6 38 

1925-6 

35 28 

34 09 

24 81 

9 28 

5 49 J 

3-79 

1926-7 

34 64 

33 37 

25 87 

7 50 

6 01 

1 49 

1927-8 

38 99 

38 12 

27 27 

10 85 

6 28 | 

4 57 

1928-9 

37 51 

37 11 

29 33 

7 81 

i 6 23 I 

2 58 

1929-30 

31 52 

34 50 

30 46 

4 01 

6 12 "r 

-208 

1930-1 

27 64 

27 53 

32 72 

-5 19 

5 71 j 

-10 93 

1931-2 

23 86 

23 87 

33 07 

-9 20 


-4 95 

1932-3 

21 58 1 

22 6ft i 

32 91 

-10 23 



1933-4 

2,3 57 

21 G2 

32 58 

-7 96 

l 

" 1 


1934-5 .. j 

26 21 

2G 74 

31 80 

-5 06 

... 

... 

1935-6 .. 1 

! 

29 07 

29 79 | 

i 

31 69 

-1 90 

I 



Tims in the years from 1924-5 to 1929-30, the Railways 
contributed nearly Rs. 36 crores to general revenues In 1930-1 
the slump affected railway earnings and the contribution was paid 
entirely from the Railway Reserve Fund In 1931-2 the gloom 
deepened and, m spite of emergency retrenchment measures, deficits 
continued from year to year and the railway budget was only 
balanced by drawing repeatedly on the Reserve Fund and, after 
that was exhausted, on the Depreciation Fund. 


§2. The Financial Crisis, 1931 

With revenues rapidly declining and expenditure remaining 
high, the position of the Government of India became unenviable. 
Conditions were not too bright even before the slump began. The 
years 1927-8 and 1928-9 had closed with deficits amounting to 

1 Net traffic receipts mean the difference between gross traffic receipts and 
working expenses including depreciation but not interest 

* Surplus is the balance of net revenue after the payment of interest charges. 
Deficit is any amount by which net revenue falls short of interest charges. 

* Net surplus represents the balance left after payment of the contribution to 
general revenues. 
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Rs. 2-21 crores and Rs. V06 crores respectively. The year 1929-30 
closed with a small surplus owing to certain windfalls In 1930 
prices suddenly fell, trade declined and the revenue collections 
dwindled, as mentioned above. The revised estimates for 1930-1 
disclosed a fall of revenue to the extent of Rs 13’56 crores, of 
which Rs 12 10 crores was under customs, income-tax and other 
principal heads of revenue. The year 1930-1 finally closed with 
a deficit of Rs 11 1 crores. The revenues continued to fall, and 
it was feared that the year 1931-2 would close with a deficit of 
Rs 19$ crores. 

This situation was not brought about solely by the trade 
depression. There were important aggravating factors like the 
economic boycott, frequent hartals and so forth These political 
disturbances weakened confidence in Tndia as a field for invest¬ 
ment both at home and abroad, and led to a decline in the pi ice 
of Indian securities and a large withdrawal of capital from the 
count!v This meant increased expenditure on loans, and the 
Government of India were forced to take measures to protect their 
position High money rates pi evaded, and this mci eased the 
difficulties of traders The lapid decline in the juice of Govern¬ 
ment securities disclosed the tine state of public emht The 
3$ per cent India sterling stock which stood at 69 in 1929 had 
fallen to 60 by April 1931 By September 1931. it had fallen 
to 43$ 

The world economic situation went from bad to worse. On 
21 September 1931, the British Government announced its 
decision to abandon the Gold Standard This created a great 
sensation not only in Britain but in India as well The Govern¬ 
ment of India took immediate action hv issuing an ordinance 
relieving themselves fiom the obligation under the Currency Act of 
1927 to sell gold oi sterling, and the three days, 22 to 24 September, 
were declared public holidays under the Negotiable Instruments 
Act On 24 Septembei the decision to link the injree to sterling 
at the existing ratio was announced, and a new ordinance was 
issued cancelling the earlier ordinance and limiting the sale of 
sterling bv the Government to certain definite pnrjxises No 
difficulty was felt when the banks re-oj>ened on 25 Rej>tember and 
the temporary restiictions placed on foreign exchange transactions 
were soon removed 

There has been a good deal of criticism of the Government’s 
decision to link the rupee to sterling Throe alternative courses 
were open to the Government of India in September 1931 namely, 
(1) to remain on gold either at the old or at a lower parity, (2) to 
leave the rupee to find its own level, and (3) to link the rupee 
to sterling at the existing or a lower ratio Considering the un¬ 
certainties of the world situation and the heavy obligations that 
the Government had to meet m England, partly under 1 home 
charges ’ and partly for repayment of debt, the Government 
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found it difficult to adopt any other course than linking the rupee 
to sterling. This was considered to be the least risky course, and 
with good reason Not only India, but also most of the countries 
whose dealings in England played a large part in their financial 
operations, decided to link their currencies to sterling. Nor 
have the results been disappointing. The sterling aiea recovered 
much sooner from the effects of depression than the gold 
bloc, and within a few years it enjoved a large measure of 
prosperity 


§3 How Financial Equilibrium was Restored 

The Government of India handled the cnsis eneigetically An 
emergency budget was placed before the Assembly on 29 Sep¬ 
tember 1931 The Government’s two principal lines of action 
for improving the financial jiosition were (1) retrenchment, and 
(2) increased taxation, 

A retrenchment campaign had already been launched Early 
in the year, some small economies amounting to Rs 2 73 lakhs 
were carried out stiaightwav, and m March 1931 a Retrenchment 
Committee was appointed to woik with the aid of vat ions Sub¬ 
committees These Sub-committees scrutinized both civil and 
military charges in a seal clung manner, and the Government 
carried out 90 per cent of the economies recommended As a 
result, the Defence budget was cut down from Rs 52 crores in 
1931-2 to Rs 47-40 crores in 1932-3 But the situation requited 
still more drastic action, and in the emergency budget Sir George 
Schuster announced a cut of 10 per cent in the pay of all Govern¬ 
ment servants drawing more than Rs 40 a month The Viceiov 
imposed upon lmnsolf a cut of 20 pei cent and the Members 
of his Council surrendered 15 per cent of then salaries The 
cut w 7 as to last till March 1933 The saving that resulted was 
only Rs 14 crores for the sixteen months from December 1931 to 
March 1933; but it was necessary that Government servants 
should make a sacnfice at a time of such serious national emer¬ 
gency. The uniform cut on all salaries above Rs 40 a month 
was regressive, but the Finance Member justified this on the 
ground that the fall of prices had not reduced the cost of living 
appreciably, except for the subordinate ranks of Government 
servants. 

An increase of taxation was found necessary at an early stage 
In the budget for 1931-2, the customs duties on liquors, sugar, 
silver bullion, betel-nut, spices and cinema films were increased 
at varying rates, and surcharges ranging from 2^ per cent to 10 per 
cent, were placed on the geneial tariff. The 10 per cent, and 
30 per cent, schedules with the surcharges now- became 12J per cent, 
and 40 per cent, schedules respectively. A surcharge of 5 per cent, 
was imposed on cotton piecegoods which previously came under 



362 FEDERAL FINANCE IN INDIA 

the 15 per cent, schedule, so that they now had to pay 20 per 
cent, in all. The special duties on kerosene were raised by 9 pies 
per gallon and those on motor-spirits by 2 annas per gallon. On 
sugar, pending the protection proposals, the duty was’ raised by 
Re. 1-4-0 per cwt. on all grades. It was expected by these 
measures to obtain an additional yield of Rs. 9'82 erores under 
customs. Changes were also made in the income-tax rates. 
Rates on incomes below Rs. 5,000 were raised by 4 pies and 
those on sums between Rs. 5,000 and Rs. 40,000 by 5 to 7 pies. 
On incomes between Rs 40,000 and Rs. 1 lakh the rate was 
increased from 19 pies to 25 pies. On incomes above Rs. 1 lakh 
the rate was to be 26 pies. Changes were also made in 
the super-tax rates. An increase of Rs. 5 erores was expected 
under income-tax and super-tax as the result of these 
changes. 

In the emergency budget of September 1931, a general sur¬ 
charge of 25 per cent on the existing rates of tax was announced, 
and this was to apply to all import duties and excise duties 
including salt and to income-tax and super-tax In addition the 
exemption limit for income-tax was lowered from Rs. 2,000 to 
Rs 1,000 of income in a financial year; the rate of tax imposed 
on incomes of Rs 1,000 to Rs. 2,000 was 4 pies in the rupee. 
The import duties on various articles were also specially 
raised The duty on artificial silk piecegoods was raised from 
20 per cent, to 40 per cent., and that on silk yarn from 10 per 
cent to 15 per cent The duty on brown sugar was raised from 
Rs. 6-12-0 to Rs. 7-4-0 per cwt., following the Tariff Board's 
recommendations The duties on boots and shoes were also raised. 
On camphor and electric bulbs the rate was raised from 20 per cent 
to 40 per cent In regard to these articles, the general surcharge 
was to be m addition to the increased duty The surcharges im¬ 
posed by the ordinary and the emergency budgets of 1931 raised 
the level of the general revenue tariff from 15 per cent to 25 per 
cent. This gave some justification for placing duties on certain 
articles hitherto free Accordingly a new duty of 10 per cent, 
was put on imports of machinery and dyes and a duty of J anna 
per lb. on raw cotton. Mainly with a view to covering the deficit 
in the working of the Postal Department, the rates of inland 
postage were raised both on letters and on post-cards 

The increase of taxation raised a storm of protest in the 
country Business classes, both European and Indian, opposed it 
on the ground that it crippled trade and industry 1 The Finance 
Member, they said, was balancing the Government budget by 
unbalancing the budgets of business concerns The European 
Association in Madras stoutly opposed the Government’s proposals 
and passed a resolution that ‘ the surcharges on customs duties 

1 For the views of Bombay millowners and others, see Times of India 
5 October 1931, ' 
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would be disastrous to the trade and commerce of the country 
at the present time, and so far from providing the increased 
revenues anticipated are calculated effectively to decrease them 
by diminishing the sources of taxation V As much as 70 per cent, 
of the deficit was to be met by increased taxation and only 30 per 
cent, by retrenchment. Attention was also drawn to the growtli 
of central (especially defence) expenditure since 1914. The 
Finance Member, in defending his policy in the Assembly, pointed 
out that the increased import duties would encourage Indian 
industry. This was not legarded as a convincing plea at the tune, 
but future events showed that, while import trade was hit by 
the heavy duties, internal production did receive an unexpected 
fillip. 

While the Government of India wen* reluctant lo cut down 
expenditure from revenue, they made a drastic cut in their capital 
expenditure and this reduced the country’s purchasing jxmer. 
During the three years ending with 1929-30, the capital outlay on 
Railways and the provincial expenditure on civil works amounted 
to about Rs 50 crores After 1930-1 all such expenditure was 
rapidly curtailed. Capital expenditure on the Railways nearly 
disappeared for a time, and even the provincial expenditure on 
civil works (charged to revenue) was leduced by one-half. In a 
country wTiere the Government is the largest single employer, a 
reduction of public works expenditure from an annual total of 
Rs. 50 crores to Rs 12 crores was bound to have a very adverse 
effect on purchasing jxjwer In most Fuiropean countries, public 
works expenditure was increased during the depression, with a view 
to maintaining purchasing power and adding to economic equipment 
at a low cost; and m most cases this meant unbalanced budgets. 
But the Government of Tndia pm sued an old-fashioned ‘ sound ’ 
financial policy and considered a balanced budget as of supreme 
importance. 2 

It must be admitted that the Government’s adherence to an 
orthodox policy enabled them to restore financial equilibrium and 
to raise India's credit to a high level among the nations A solid 
barrier was erected against what the Finance Member called the 
‘ slippery slope ’ of inflation. Many of the countries which went 
on spending money recklessly and kept their budgets deliberately 
unbalanced came to grief afterwards. The immediate result of the 
policy followed in India was unfavourable, but m the end it helped 
India to weather the storm successfully. 

In spite of the energetic measures mentioned above, it was 
not possible to balance the budget for 1931-2; however, the 
threatened deficit of Rs 191 crores was reduced to Rs. 11-75 

' See The Hindu, 24 October 1931. See also Madras Chamber of Commerce 
Report (1931), p. 22. 

1 P. J. Thomas, ‘ India in the World Depression ’ in The Economic Journal. 
September 1935, 
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crores The emergency measures had their full effect in the fol¬ 
lowing year, 1932-3, which closed with a surplus of Us T55 crores 
It must be remembered that in each of these years liberal provi¬ 
sion (nearly Rs. 7 crores) was made for the reduction and avoidance 
of debt, and therefore, so far as the budgetary income and expendi¬ 
ture weie concerned, the Government not only paid their way even 
in the years 1931-2 and 1932-3 taken together, but also provided 
a net amount of Rs 3.1 ciores for the reduction of debt. As there 
was a further fall m the revenue under customs duties in 1933-4, 
it was decided to provide only Rs. 3 crores for reduction and 
avoidance of debt However, the Government were helped by an 
increase in (he salt revenue resulting from the abolition of the salt 
credit system and bv a roinpai ativcly tranquil political atmosphere. 

Thus the financial crisis passed awav and although the heavy 
taxation discomaged business and unbalanced the budgets of 
private individuals, the Govet nment’s budget closed with comfort¬ 
able surpluses in the years after 1932-3, yeais when the most 
powerful nations in the world were struggling with unbalanced 
budgets The result was a great rise in public credit which 
enabled the Government to cany out successful conversion opera¬ 
tions and reduce the bmden of the public debt The Government’s 
floating debt fell from Rs 84 crores in September 1931 to Rs 35 
crores in 1933, and the gold and sterling backing of the rupee 
currency lose from 40 per cent in 1931 to 60 per cent, in 1933. 
No wonder that the 31 per cent, sterling paper, which stood at 
about 43 m September 1931. rose to 89 bv March 1933 and 98 
by January 1935 

It is but fair to state that this lesult was greatly due to the 
export of gold in copious quantities Tn prospeious times the 
yellow metal flowed fieelv into the eountiv, and the peasant in¬ 
vested his savings in it When haul davs dawned again, he had 
to part with some of it The abandonment of the gold standard 
by India put a premium on gold, and enabled the countiy to 
sell its gold at a piofit. Tn this way much gold flowed out week 
after week, and an amount valued at Rs 270 crores had left the 
country by Febmary 1936 This huge figuie appears disquieting 
at first sight, but w T e have to remember that it was not gold from 
the leserves of the Central Bank or the Government but barren 
metal which had been lying either in idle lioaids or in the jewel- 
boxes of women The gold exfxuts enabled the Government to 
obtain steiling in London for their needs, and thus not only to 
meet their dues m London, but to strengthen their reserves there. 
They have also enhanced the credit of India and have enabled 
the Government to borrow at low rates of interest and to carry 
out conversion operations effectively and profitably. The export 
of gold helped greatly in maintaining the currency, and it came 
m good time to compensate for the drying-up of purchasing 
power resulting from the catastrophic fall in prices. Many of our 
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politicians and even economists were uneasy about these gold ex¬ 
ports, but some of the arguments used were based on a crude 
mercantilism. Between 1922 and 1931, India’s net imports of 
gold came to about 43 million ounces; of this about two-thirds 
went back. But the gold that left the country was converted 
into mobile, purchasing power by the people. Gold, in Francis 
Bacon’s words, ‘is like muck, not good excejit it be spread’. 
The Indian ryot invested his savings in gold, and those reserves 
were intended for use in lean times When the lean times arrived 
in 1932, the hoards weie turned to profitable use and this kept up 
the countiy’s purchasing powei But foi tins opening of hoards, 
the Indian people might have suffered more intensely as a result 
of the world depression 

§4. Effects of Protection on Revenues 

The fall in the central revenues from 1930 was no doubt due 
chiefly to the slump m price-,, but othei aggravating factors have 
also been in operation chiefly in legard to customs duties An im¬ 
portant factor which lias latelv affected the customs revenue is the 
lapid growth of mdustiial pioduction in India, which has resulted 
from the policy ot discriminating protection adopted by the 
Government of India in 1923 Increased home production meant 
a falling off of imports and a ieduction in customs revenue. Not 
only the specifically protective tariff, but also the high revenue 
tariff, have encouraged home production in recent years Matches 
are one example of this In 1921-2 India imported a large part 
of its matches and the customs revenue from matches was 
Es T03 crores With the help of the revenue tariff the Indian 
match industry made rapid strides, and by 1928-9 the imports 
had largely declined and the customs receipts had fallen to 
Bs 24 lakhs In that year the tariff was made protective, since 
then impoits have neatly disappeared, and with them also the 
customs revenue from imported matches 

The giowth of cotton manufactures has also been rapid in 
recent years. In 1900 about 80 per cent of the cotton piecegoods 

(i.e. cotton cloth made in nulls) consumed in India came from 

outside (almost entirely horn Great Britain). By 1913 the pro¬ 
portion of impoits had fallen to 73 per cent During the War 
there was a decline m impoits and the Indian mill production 
made rapid strides. However, up to 1929 about half the amount 
consumed annually still came fiom outside Since then Indian 
mill production has made rapid progiess owing paitly to the pro¬ 
tective tariff, partly to the swadeshi spmt in the country, and 

paitly also to the fall in the spending powei of the masses which 

made imported goods from Britain too dear Even in 1929-30 
44 per cent, of the total amount of cotton piecegoods consumed 
in India came from outside, but by 1933-4 the proportion had 
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fallen to 20£ per cent. This may be seen clearly in the following 
table : 

Consumption of Cotton Piecegoods in India (million yards ) 


Year 

Total imports 

Mill produc¬ 
tion in 
India 

Total 

Percentage 
of imports 

1004-5 

2,288 

678 

2,966 

77 1 

1913-14 

3,159 

1,164 

4,323 

73-1 

1918-19 

1,097 

1,451 

2,548 

43 0 

1921-2 

1,080 

1,732 

2,812 

38 4 

1929-30 

1,882 

2,419 

4,301 

43-7 

1930-1 

882 

2,561 

3,443 

26-6 

1931-2 

753 

2,990 

3,743 

201 

1932-3 

1,193 

3,170 

4,363 

27-3 

1933-4 

761 

2,945 

3,706 

20 5 

1934-5 

944 

3,397 

4,341 

21 7 

1935-6 

947 

3,571 

4,518 

21 0 


We have seen that, owing to financial exigencies, the duty 
on cotton fabrics was laised fiom 7| per cent to 11 per cent, in 
1921, and that m 1926 the countervailing excise duty was 
abolished In 1930-1, under similar pressure, the duty on cotton 
piecegoods was raised from 11 per cent, to 15 per cent with an 
additional 5 per cent on non-British goods and the supplementary 
budget imposed a surcharge of 25 per cent, on these rates. Thus 
protection was given to the Indian cotton mill industry, although 
as a temporary measure. Owing to the depreciation of the yen 
after 1931, the ad valorem duty on cotton piecegoods of non-British 
manufacture was raised from 31^ per cent, (including surcharge) 
to 50 per cent., subject to a minimum specific duty of 5J annas 
per lb. on plain grey goods Owung to the fuither depreciation 
of the yen, the duty on non-British cotton goods was further 
raised from 50 pei cent to 75 per cent, and the specific duty 
from 5J annas to 61 annas pei lb The protection thus granted 
to the Indian industry has been very effective, imports have fallen 
and, in spite of the large increases in the customs rates, the total 
revenue from impoited cotton goods has steadily declined. It fell 
fiom Rs. 7-7 crores in 1924-5 to Rs. 4'46 crores in 1933-4, and 
was about Rs 3'5 crores m 1937-8. 1 

Even more striking has been the progress of sugar production 
in India and the decline in the customs revenue under that head. 
As late as 1925-6, hardly one-tenth of the sugar consumed in the 
country came fiom Indian factories; but in 1934-5 India produced 
as much as 74 per cent, of the total Indian consumption. Since 
then production has continued to increase, and today India is nearly 
self-sufficient in the matter of sugar. Such a rapid increase was 
only made possible by a policy of protection. The effect of this 


1 The revised estimate. 
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can be seen m the rapid decline in the customs revenue on imported 
sugar. In 1930-1 sugar imports brought in Rs. 10-68 crores, but 
in 1936-7 only Rs. 44 lakhs. It has thus become an insignificant 
item of revenue. 

The following table gives the total production of sugar in India 
(excluding khandsari), total imports, total consumption, and total 
revenue received from imports : 

Production of White Sugar 
(Factories only ) 


Year 

Total produc¬ 
tion in India 
Rons) 

Import 

(excluding 

molasses) 

(tons) 

Total 

available for 
consumption 
(tOD8) 

Total revenue 
from sugar 
imports 
(crores of 
Rs ) 

1925-6 

91,399 

723,000 

814,399 

6 48 

1926-7 

121,026 

826,900 

947,926 

7 01 

1927-8 

119,739 

725,800 

845,539 

6 51 

1928-9 

99,088 

868,800 

967,888 

7 77 

1929-30 

110,918 

939,600 

1,050,518 

8 10 

1930-1 

151,660 

901,200 

1,052,850 

10 79 

1931-2 

228,120 

516,100 

744,220 

8 70 

1932-3 

370,283 1 

869,500 

739,783 

6 84 

1933-4 

515,059 

201,200 

776,359 

4 72 

1934-5 

620,000 

222,900 

842,900 

3 81 

1935-6 

926,800 i 

261,300 

1,128,000 

3 24 

1936-7 .. i 

i 

1,072,500 

23,000 

1,095,500 

44 

The same story is 

told by the 

iron and steel industry Before 


the War hardly any steel goods were made in India, and 
the value of the average annual imports in the years 1908-9 
to 1912-13 amounted to Rs. 11-13 crores. Duung the War years, 
the imports fell, but they rose again after the War to Rs 21 crores 
(average of the five years 1918-19 to 1922-31 The subsequent 
progress of the Indian iron and steel mdustiv has been rapid. 
The production of pig iron increased from about 340,000 tons in 
1921-2 to 1,343,000 tons in 1934-5 Finished steel increased from 
about 120,000 tons to 627,000 tons during the same period. 
Imports have declined, and in spite of high tanlls the revenue 
from the duties on iron and steel has been falling. From 
Rs. 2-62 crores in 1928-9 it fell to Rs 1-45 crores in 1930-1 and 
Rs. 60 lakhs in 1936-7. 

From 1930 Japan made a strong bid for the Indian market, 
and large quantities of low-priced Japanese articles flooded the 
country to the detriment of local industry To counteract this 
the Safeguarding of Industries Act was passed in 1933, empower¬ 
ing the Government to impose by notification such duties as they 
deemed fit on foreign imports the prices of w^hich were so 
abnormally low as to endanger the existence of any Indian industry. 
Under this Act the Government put high specific duties on various 
articles and thus gave increasing protection to Indian industries. 
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§5. New Taxes 

Thus several items of imports which formerly produced large 
revenues under customs have declined very rapidly in recent years. 
This tendency is bound to continue, as Tndia has adopted a 
policy of protection Evidently protection is a double-edged sword 
if it is successful, the customs revenue will be lost, and if it is 
not successful, the consumer will have to bear the burden. Many 
Indian mdustnes have prospered under protection, and India is 
therefore becoming more and more self-sufficient in regard to 
ordinary finished goods like cotton textiles, sugar, iron and steel, 
and cement But, from the point, of view of the customs revenue, 
the result has been very unfavourable Not only the customs 
revenue but also the revenue fiom the Railways and other Govern¬ 
ment commercial agencies have been adversely affected by the 
change 

Faced with this situation, the Government of India had to 
develop other sources of revenue and the choice naturally fell on 
excise When increased local production leads to a decline in 
customs revenue, it is only natural to try to make up for the loss 
of revenue by taxing the local produce Thus in 1934 an excise 
duty of Re 1-5-0 per cwt was imposed on factory-made sugar. 
At the same time an excise duty was imposed on matches also 
It ranged from Re 1 to Rs 2 per gross of boxes. Both these 
proposals created some opposition in the Assembly, but as each 
of them subserved certain popular subsidiary purposes, then- 
success was assured In the case of the sugar excise, provision 
was made by legislation for fixing a minimum price for sugarcane 
with reference to the price of the finished product Thus the 
cane-grower will also benefit by the protection given to the 
industry. Fmthei, a small part of the sugar duty is distri¬ 
buted among the provinces for the purpose of assisting the 
organization and opeiation of co-operative societies among the cane- 
growers so as to help them to secure fair prices, or for other 
purposes directed to the same end. As for the match excise duty, 
it was part of a plan for assisting Bengal as we shall see presently. 

Other measures taken in 1934 for strengthening the Govern¬ 
ment’s revenue position were an increase in the import duty on 
raw tobacco and a modification of the import duty on cigarettes 
with a view to placing a justifiable burden on the manufacture 
of cigarettes from imported tobacco and adjusting properly the 
relation between the import duty on raw leaf and the import duty 
on the finished article. These duties were expected to produce a 
revenue of about Rs. 30 lakhs The duty on silver was reduced 
from 7J annas to 5 annas per lb. This was partly a measure of 
co-operation with the United States. The surcharges on customs, 
income-tax and salt remained, but the export duty on raw hides 
was removed, and this involved a loss of Rs. 5 lakhs. 
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By these measures it was expected to balance the budget for 
1934-5 and to produce a small surplus of Its. 10 lakhs, but owing 
to an improvement chiefly in the customs and excise, the actual 
surplus was expected to be Rs. 3-27 crores. Out of this, Sir James 
Grigg allotted Rs. 2-91 crores in the budget for 1935-6 for the 
following purposes . (1) Grants to provinces for schemes of 

economic development and improvement of rural areas (Rs. 1,00 
lakhs); (2) development in tribal areas of the North-West Frontier 
(Rs. 25 lakhs); (3) development of broadcasting (Rs 20 lakhs); 
(4) civil aviation (Rs. 93 lakhs); and (5) special contribution to 
the Government of India’s reserve in the Road Development Fund 
(Rs. 40 lakhs). The actual balance for 1934-5 turned out to be 
Rs. 4-95 crores, and therefore m the budget for 1936-7 the grant 
for rural development was increased from Rs. 1,00 lakhs to Rs 2,81 
lakhs. Of this, Rs. 1,07.V lakhs was spent in 1935-6 (Rs. 92£ 
lakhs for rural schemes and Rs 15 lakhs for the co-operative 
movement) This was a distinct departure from the policy of 
leaving the provinces entirely to their own resources; after all, 
the financial prosperity even of the Government of India depends 
largely on the prosperity of the agriculturist 

Thus the finances of the Government of India improved in 
spite of the restoration of the pay-cut and the fall in interest 
receipts. In the budget for 1935-6 the Finance Member was able 
to reduce the income-tax on incomes below Rs. 2,000 He also 
cut down the surcharge on income-tax from one-fourth to one-sixth, 
abolished the export duty on raw skins and reduced the import 
duty on silver, as well as the corresponding excise duty, from 
5 annas to 2 annas per ounce In the budget for 1936-7 the tax 
on incomes below Rs. 2,000 was totally abolished, the surcharge 
on income-tax was halved (thus leaving only a third of the original 
surcharge), and the weight allowed on a one-anna letter was 
increased from half a tola to one tola. 

The year 1935 witnessed a substantial improvement in the 
financial position of the Government of India. With the help of 
the copious gold exports the Government were able to make large 
purchases of sterling and thus strengthen the cuirency reserves in 
London. This also enabled the Government to reduce their borrow¬ 
ing rates in respect of both loans and treasury bills On the loans 
raised the redemption yield did not exceed 3T6 per cent, and the 
nominal rate of interest was 3 per cent., a rate which had not 
been attempted for 38 years. The interest on post office cash 
certificates was also reduced to 3 per cent., which is the lowest 
rate ever adopted since those certificates were first issued in 1917. 
The rate of interest on treasury bills also fell correspondingly. 
This strong financial position strengthened gilt-edged securities. 
It was no wonder that the 3£ per cent, sterling paper reached par 
early in 1936. 

In view of this solid improvement, the Government was able 
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to establish the Reserve Bank. The Reserve Bank Act was passed 
by the Assembly in March 1934 and the Bank began to function 
from 1 April 1935. It is a shareholders’ bank, with ,a majority 
of elected members on the directorate Subscriptions to the share 
capital were invited in March 1935 and, except in one or two 
provinces, the applications were far in excess of the quotas fixed, 
so that the shares had to be allotted by chawing lots. On 
1 April 1935 the Bank ojiened its Issue Department and took 
over the management of the Currency from the Government of 
India. The assets of the Gold Standard Reserve were tiansferred 
to the Bank and were combined with the assets of the Currency 
Department On 1 July 1935 the Banking Department was 
opened and the scheduled banks deposited the requned percentages 
of their demand and time liabilities On the same date, the 
Clearing House was transferred from the Imperial Bank to the 
Reserve Bank In future the Reserve Bank will be responsible 
not only foi the regulation of the cuirency, but also for supplying 
the Seeretaiy of State with sterling foi his London requirements. 
This will obviate the need for the Secretary of State to maintain 
a largei balance in London than is necessary for his day-to-day 
transactions with the Bank of England, and will thereby lead to 
convenience and economy Thus India has at last established a 
Central Bank to manage and co-ordinate the currency and credit 
systems of the country. 


§6. Provincial Finances tn Depression 

The financial position of the provincial Governments also deteri¬ 
orated during the depression. Most of their revenues, in 
particular the liquor excise, stamps, and registration fees, were 
affected by the slump Liberal remissions of land revenue had 
to be given owing to the prevailing agricultural distress all over 
the countiy. Apait horn the salary cut, effoits were also made 
eveiywhere to reduce expendituie, but time was needed for them 
to become effective In some provinces emeigenc-y taxation was 
levied, but such taxation was unpopular owing to the prevail¬ 
ing slump. In the provinces also, financial difficulties were 
aggravated by the civil disobedience movement; excise in all 
provinces, and land revenue in some, were thus affected by it. 
Earthquakes, floods and other unusual occunences also added to 
the distress. Bombay and the United Provinces perhaps stood 
the depression best, owing to the rapid expansion of industry in 
them since 1930. In Madras, the Punjab, and the Central Pro¬ 
vinces, the budgets have been balanced in spite of the severe agri¬ 
cultural distress. Bengal, Assam, and Bihar and Orissa were the 
worst hit by the depression. The comparative economic position 
of the provinces may be inferred to some extent from the following 
table showing the change in value of the main agricultural produce 
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of the different provinces (about ten of the principal crops have 
been included in this computation). 1 


Value of Agricultural Produce (about ten main crops) 


Province!, 

1928-9 
Value m 
lakhs of Its 

| 

1932-3 
Value m 
lakhs of Its 

Change in 
value in 
lakhs of Bs 

Percentage 
j decrease 
from 1928-9 

Madras 

1,80,78 

99,33 

-81 15 

-45 0 

Bombay 

1 20,52 

83,86 

— 36,66 

-30 4 

Bengal 

2,32,59 

no,54 

-1,42,05 

-61 1 

United Provinces 

1,40,52 

91,01 

-49,51 

-35 2 

Punjab 

70,78 

48,53 

-28.25 

-36 8 

Burma 

63,38 

29,45 

-33,93 

-53 5 

Bihai and Orissa 

1,35,17 

56 55 

-78,62 

-58 2 

Central Provinces . . 

68,77 

35,40 

-33,37 

-18 5 

Total 

10,18,51 

5,31,67 

-1,83,81 

■ -47 5 

1 


It may be seen from the above that the precentage decline in 
the value of agricultural produce was lowest in Bombay and the 
United Provinces. The position of these two provinces will appear 
even more favourable, if industrial production is taken into account. 
Sugar and cotton pieeegoods are two ol the chief industries that 
have recently piospered under the protective tariff The United 
Provinces is the principal centre of the sugar industry, while 
Bombay leads in the cotton mill industry However, both 
Bombay and the United Provinces had to grapple with various 
difficulties. Owing chiefly to unwise capital expenditure in 
previous years, the finances of Bombay weie not satisfactory even 
before 1929. When the depression began, there was a sudden 
shrinkage of revenue chiefly under excise, forests and stamps, and 
the budgets for 1930-1 and 1931-2 closed with lather large deficits 
The Government resorted to retrenchment as well as increased 
taxation. A searching scrutiny of the financial administration was 
carried out by Sir F Gauntlett, and large economies were effected 
in the cost of general administration. The additional taxation 
included a tax on electric current used for domestic purposes, an 
enhancement of the court fees, and an increase of stamp duties 
by an amendment of the Stamp Act. A tax was also levied on 
tobacco coming into the city of Bombay. As a lesult of these 
measures the budget was balanced from 1931-2 

Another factor which affected Bombay’s financial position 
adversely was the diversion of trade from Bombay to the ports 
of the Kathiawar States, which resulted in a fall in Bombay’s 
trade. While the import trade of the rest of India was falling 
rapidly, the imports into the Kathiawar ports increased largely, 

1 Review of the Trade of India (1933-4), p. 10. 
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duo apparently to the fact that some of those States are entitled 
under their treaties with the paramount power to keep the whole 
of the import duties themselves, even if the imported articles 
should represent more than the quantities consumed within their 
borders. There was a heated discussion on this subject in the 
Assembly in the budget session of 1934 

The difficulties of the United Provinces were aggravated by the 
civil disobedience movement. The grant oi special land revenue 
remissions seriously reduced the revenues of the province. Ener¬ 
getic action was taken by the Government to reduce expenditure 
and increase revenue The principal measure of additional taxa¬ 
tion was the enhancement ot registration fees, stamp duties, court 
fees and the annual licence fees on private motor vehicles. By 
these means the budget was balanced. 

The effects of the general economic depression were most 
severe in Bengal, chiefly because of the tremendous slump in the 
prices of jute and rice, which are the principal crops of the 
proMiice ’ While levenue under excise, stamps, forests and regis¬ 
tration fees was shrinking rapidly, increased expenditure had to 
be undeitaken for dealing with the terrorist movement and 
relieving sufferers from floods and other abnormal occurrences. 
From 1930-1 the annual budget closed with a deficit of about 
Rs. 2 crores on an average and the debt of the province 
went on accumulating. Some measures of retrenchment were 
indeed carried out, but the additional expenditure on police and 
jails swallowed up these economies. The revenue of the province 
after 1931-2 fell below the level of even that of 1921-2, and the pro¬ 
gress in the nation-building services was very slow. The Govern¬ 
ment of Bengal imposed additional taxation, which increased its 
revenue by Rs 241 lakhs. But various circumstances prevented 
any large measure of additional taxation, and that provincial 
Government continued to complain bitterly about the injustice of 
the Meston Settlement 

Bihar and Orissa was one ol the poorer provinces of India 
Although in population it came next to Bengal, the United Pro¬ 
vinces and Madras, its revenue was only about Rs. 5 crores. With 
75 per cent more people than Bombay, this province had only 
half the levenue of the Western Presidency In 1931-2 its revenue 
fell by about half a crore, but the expenditure remained high, and 
there was a deficit of about Rs. 80 lakhs Certain economies were 
then put through, and conditions improved in the next year. The 
Government reformed the excise system by substituting the auction 
system for the sliding scale system In January 1934 the diffi¬ 
culties of the province were increased by the severe earthquake, 
which inflicted severe losses on both the Government and the 
people. 


1 Budget Statements for 1932-3 (Mr A Marr), and 1933-4 (Mr J A. Woodhead). 
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Financial conditions in Assam and in the North-West Frontier 
Provinces were also bad. Serious floods in Assam and the terrible 
Quetta earthquake in the Frontier Province aggravated their 
difficulties.' 


§7. Succour to the Provinces 

As has already been explained, the central Government left 
the provinces to shift for themselves from 1921, and even to make 
grants to them was regarded as contrary to the principles under¬ 
lying the Act of 1919. The entreaties, grumblings and protests 
of the provinces had little effect on the central Government, and 
no change took place except that the provincial contributions were 
remitted. But when, during the depiession, the provincial 
Governments piled up deficits year after year, the Government of 
India reconsidered the position, and having legard to the fact 
that as the banker to the provinces they kept their balances and 
provided funds to meet their capital expenditure and deficits, 
it was decided to succour the provinces in their need The 
Government of India were themselves in financial difficulties for 
some years from 1930, but when their finances improved, inaction 
could no longer be justified In the meantime the Bengal repre¬ 
sentatives at the Round Table Conference had been carrying on a 
very effective propaganda for assistance to Bengal and the need 
for some special help was recognized in the White Paper In these 
circumstances the Government of India found that action could 
not be delayed any longer 

The claim put forward by Bengal was that the export duty 
on jute should be made a piovincial source of levenue The 
Taxation Enquiry Committee considered the question of giving 
a share of this revenue to the provinces, but rejected it Jute 
being a monopoly of India the incidence of the export dutv was 
believed to be on the foreigner, and this w 7 as used as an argument 
against handing over the export revenues to the provinces producing 
jute. At the Round Table Conference, Sir P C Matter criticized 
this view, on the ground that jute had ceased to be a monopoly, 
and that even if it were, there was no special reason why it should 
be a Federal head of revenue. 1 Various theoretical objections 
were urged against giving the provinces a share in customs duties, 
but in view of the chronic deficits in Bengal it was considered 
advisable to enhance its revenue, and giving a share in the jute 
export duty was found to be the least objectionable means of doing 
it. This decision was first announced in the White Paper, and 
when the Government of India had agreed, provision was made 
accordingly in the budgets for 1934-5. The total proceeds of the ex¬ 
port duty on jute amounted to Rs. 3’80 crores; of this one-half was 


1 Report of the Round Table Conference (Session II, 1981), 1983, pp. 1815-6 
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handed over to the jute-growing provinces after deducting 
Rs 1 lakh to cover the cost of collection. Of this Bengal obtained 
Rs 1,67 lakhs, Bihar and Orissa Rs, 12J lakhs and Assam 
Rs. 9^ lakhs. 1 To make up for the consequent loss to-the central 
revenues, an excise duty on matches was levied, as mentioned 
above 

Bihar and Orissa was in need of further assistance owing to 
the serious damage done by the earthquake Immediate relief to 
sufferers had been given by the provincial Government and private 
organizations, but the rebuilding of Government offices and towns 
was too large a matter to be undei taken without help from the 
Government of India The damage to Government buildings was 
estimated at Rs 1 crorc, and the loss of property by local bodies 
in Bihar—roads, bridges, schools, dispensaries, etc.—was esti¬ 
mated at another erore Extensive damage was incurred by 
private individuals also houses and shops and factories were 
wrecked and wide expanses of agricultural land were rendered 
unfit for cultivation The Government of India recognized it their 
duty to aid the province at this time of great need Fortunately 
there was an estimated surplus of Rs 1-29 crores for the year 
1933-4, and it was proposed in the budget for 1934-5 to transfer it 
to a special fund from which assistance might be given to the 
piovinees, especially to Bihar The Government of India under¬ 
took to bear the whole cost of restonng the propeitv and finances 
of the local bodies and took measures at their own cost for dealing 
with the sugarcane crop They also offered to bear half the cost 
of restoring Government buildings and other public works, provid¬ 
ing the funds by raising a loan 2 

In the budget for 1935-6 a more avowed and comprehensive 
scheme of grants was put forvvaid bv Sir James Gngg The help 
rendered to the provinces in 1934-5 was due to exceptional cir¬ 
cumstances, and Sir George Schuster took pains to make it clear 
that the help to Bengal was provisional and that the grant made 
to Bihar and Onssa was due to the dire calamity that had befallen 
that province But Sir James Grigg took a long step forward 
in 1935-6 by making grants to the provinces for rural development, 
improvement of the co-operative movement, road-making in back¬ 
ward areas and other definitely provincial (and transferred) 
sub|ects In the budget for 1936-7, Sir James carried this policy 
further and made additional giants to the provinces from the Rural 
Development Fund for financing schemes of agricultural and 
animal husbandry research, malaria control, improvement of the 
small-scale woollen industry and the development of broadcasting. 

The justification for this course was that, owing to the financial 
stringency resulting from the depression, most provinces had been 
obliged to put off urgently needed schemes of rural improvement. 


* Budget Statement (1934-5), pp 25-8, 


1 ibid , pp. 28-30, 
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Two conditions were imposed on the utilization of the grants : 
namely, (1) that the grant must be spent on schemes approved 
by the (government of India and calculated to improve the 
economic position of the people, and (2) that it should only be 
devoted to schemes which the provincial Government would not 
otherwise have been able to undertake in the immediate future. 
The grants for rural improvement were distributed in proportion 
to the rural population of each province They would not lapse 
if not spent within the financial year 

The special needs of backward areas were not neglected. In 
the budget for 1935-6 a grant of Rs 40 lakh« was made to the 
reserve of the Eoad Development Fund (a fund intended for road 
works of special importance, paitieulai ly in needv paits of the 
country), and in the distribution of this giant Assam, as ‘ the 
most necessitous of all the provinces’, was generously treated 
A further sum of Rs 25 lakhs was also set aside for schemes of 
road development in the tribal areas of the North-West Frontier 
Province This policy was continued in the budget for 1936-7. 
Central aid was also needed to set the new provinces of Sind and 
Orissa on their feet To begin with, a sum of Es 45 lakhs was 
allotted to a special fund for assisting these two provinces to meet 
their expenditure on the rebuilding of old, and the provision of 
new, office buildings As Sind already possessed a considerable 
part of the buildings required, Orissa was given a larger share 
(Rs. 27£ lakhs) In addition to this they were also promised 
subventions for supplementing their revenues The rebuilding of 
Quetta has also been taken up by the central Government 
Besides spending about Rs 80 lakhs in 1935-6 for relief, temporary 
housing and salvage, plans foi the rebuilding of Quetta at a cost 
of about Es. 7 crores were also taken up by the Government This 
expenditure will he spread over seven or eight years and the annual 
outlay will be about a crore 

Thus, in the exceptional circumstances of the economic crisis, 
the Government of India recognized the propriety of making grants 
to the provinces for special pm poses and distributed such grants 
partly accoiding to needs and partly according to population It 
was feared bv some that these grants might degenerate into the 
old ‘doles’, but the Finance Member took special care to avoid 
undue interference in matters which were primarily of provincial 
concern 1 But it is well to recognize that the Government of 
India which found the money and interested themselves in certain 
specific lines of development, should also have some control over 
the choice of schemes, and the mode in which they are to be 
carried out Such supervision is in the best interests of the 
people, and this is borne out by the experience of even full-fledged 
federations. 


1 Budget for 1986-7. 
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FEDERAL FINANCE . THE INDIAN STATES 
§1. The Idea of Federation 

One conclusion which would suggest itself even to the casual 
observer is that the most suitable form of government for India 
is federalism. According to students of constitutional theory, 
the principal condition for the emergence of federalism is that a 
country must have a desire for union but not a desire for unity 1 
In other words, a country must feel the need for a unified policy 
in regard to foreign, economic and other matters of common 
interest, but the regional diversities must be too great for a unitary 
constitution to be possible Therefore, apatt from the Central 
(or Federal) Government dealing with matters of common interest, 
there must be separate Governments in the different states, cantons 
or provinces. This duality of authority is the essence of federa¬ 
lism. The need for such a duality may not be permanent A 
country whose territory is not extensive and whose people are 
fairly homogeneous may need federalism in certain circumstances, 
but when those circumstances disappear federalism may be 
replaced by a unitaiy government This is what happened lately 
in Germany, which needed federalism when the old ruling 
dynasties were in power, but ceased to need it under the Republic. 
Even a country with an extensive terntoiy may do without 
federalism if the people of the different territories are not divided 
by any important divergence of interests. This is more likely if 
the economic interests of the various territories do not conflict and 
if there is a powerful demand for a united economic policy Such 
a situation has lately been developing in the United States 
Nevertheless, a much smaller country like Switzerland may long 
retain its federalism owing to racial and geographical diversities. 
Federalism among the Swiss Cantons is hoary with age like those 
picturesque lulls on which the hardy Swiss people live, and it may 
survive many of the larger federations of today. Auf den Berqcn 
ist Freiheit 

The essential conditions for federalism are fulfilled in the 
case of India to a remarkable extent. It is true that British India 
was ruled on a unitary basis from 1833, but that was because 
the whole administration was systematically controlled from 
Whitehall But the conditions of the country were (and are) 
very unsuitable for unitary rule; hence the bitter grumblings from 

1 Dicey, The Late of the ConsMutton (1926), p. 187. 
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the provincial Governments which have long marred the harmony 
of i nter-governmental relations in India. Under autocracy, 
whether Mauryan, Mogul or British, India can be ruled on a 
unitary basis, but when responsible government dawns, India can 
only be held together m a federal system. The circumstances 
of the country and of the people make it impossible for a single 
responsible Government to administer the country. The diver¬ 
sities of India—racial, religious, linguistic—are much more pro¬ 
nounced than in any other country which is now under unified 
rule ‘ L'Inde ext nn monde ’ said a French savant. 4 It covers 
the whole space between barbarism at one hand and civilization 
at the other ’, said Lord Curzon Perhaps even the continent of 
Fmrope does not show such divergence of colour and culture as 
India does Lord Biyce, travelling in this country in 3889 found 
4 great difference between Noith-West, Noith-East, Far-South 
and Centre ’ 1 Such communities as Bengalis, Marathas, Punjabis 
and Tamils are distinctly like the nationalities of Europe; perhaps 
the diffeiences aie even more maiked 

At the same time them is a fundamental unity underlying 
all this diversity India is eleailv a distinct, geographical unit 
4 In no part of the world, unless perhaps in South America, are 
the physical featiues on a giandet scale, yet. nowhere aie they 
tnoie simply combined into a single natural region.’ 2 The past 
history of India has also produced a tradition of united India, 
Bharata-Varxha as it is called; this is based on the memory of 
past unified rule over most parts of India and can be traced from 
the Mauryas in the third century n c There has gradually 
evolved a distinct Indian type—in culture, art. social usage and 
literary tradition As a. result the sub-continent has attained a 
unity ‘ sufficient to justify its treatment as a unit in the history 
of the social, religious and intellectual development of mankind ’ 3 
But this cultuial unity did not. become political unity of any kind 
except wdien powerful kings like Asoka or Akbar ruled. After 
every attempt at unified rule came a penod of anarchy. The 
eighteenth century witnessed such a dissolution of political life 
and there followed a struggle for supremacy By 1833 a large part 
of the country came under British rule, and soon a unified govern¬ 
ment held sway over all British India The British admmistiative 
government over all British India The British administrative 
system with the district as its unit knit together the disjointed 
portions of the countiy and pressed the heterogeneous elements 
into a unified whole As mentioned in Chapter VII, it was like 
a steel frame holding together the broken limbs and mangled 
bones of a human body No doubt it has been unpleasant, but 
it has achieved the most meritorious task of unifying a country 
which holds a fifth of the human race It is the first time 

1 In a letter to the author, dated 9 April 1921 

a Sir Halford Mackinder, Cambridge History of India, vol I, p. 1, 

* Y. A Smith, The Early History of India, p. 5, 
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in the world’s history that such a large and heterogeneous popula¬ 
tion has attained political unity. Whatever the degree of unity 
so far achieved, it is certain that India cannot be held together 
under a unitary constitution except on an autocratic basis India 
is not a nation in the sense in which France or Germany is. It 
is a 1 multi-national ’ entity and only federalism or autocracy can 
hold it together. A multi-national state may have certain weak¬ 
nesses but it has also great advantages, as Lord Acton has pointed 
out. 1 

§‘2 Obstacles to Federation 

In spite of the many circumstances favouring the develop¬ 
ment of federalism in India, two serious difficulties have stood 
in the way. Firstly , Imperial rule and federalism are incompa¬ 
tible. So long as the authority of the Governments m India 
came from above and did not come from the people, centrali¬ 
zation was unavoidable Therefore, until responsible government 
became a fact, federalism (even provincial autonomy) was out of 
the question Secondly, if India is to be a Federation, it must 
be the whole of India and not Butish India alone. The Indian 
states comprise two-fifths of the area of India, and contain over 
a fifth of its population 

India is a geographical unit, and no walls separate “ Indian ’ 
India from British India Though they are politically separate, 
the Indian states have intimate links, ethnic and economic, with 
the adjoining British Indian provinces, and the territories of 
many of them lie interspersed with British India Any large 
change, political or economic, in British India is bound to affect 
them, and no great economic advance is possible for India unless 
the states move to some extent along with British India 2 

So long as all the Governments in India were controlled by 
the Home authorities, it was possible for the central Government 
to obtain co-operation from the Indian states in securing certain 
common interests, but the Ruling Princes cannot be expected to 
continue the same attitude to a self-governing British India Their 
allegiance is to the Crown, and a Government of India controlled 
by the people would evidently stand on a very different foot¬ 
ing in its relations with the Princes from one directed from 
Whitehall 

Of the two obstacles mentioned above, the first was largely 
removed by the Government of India Act of 1910 The principal 
object of that Act was to give the piovincial Governments a 
large degree of autonomy in finance and general administration. 

1 History of Freedom and other Essays cf Delisle Burns, Political Ideals. 

1 'India is in fact, as well as by legal definition, one geogtapbical whole The 
integral connexion of the States with the British Empire not only consists in their 
relations to the British Crown, but also in their growing interest in many matters 
common to the land to which they and the British Provinces alike belong ’ 
Montagu-Chelmsford Report (1918), para 296. 
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They were given independent financial resources, and in this 
respect the relation between the central Government and the pro¬ 
vinces became even more federal than in many federal constitu¬ 
tions No doubt there was still a good deal of central control m 
the administration of the finances, since in regard to ‘ reserved ’ 
subjects the provincial Governments were still under the control 
of the central Government In regard to the transferred subjects, 
however, the provinces weie released from the control of the 
Government of India and the Secretary of State by the Devolution 
Rules made under Sections 19 A and 45 A of the Act of 1919. 
But this relaxation of control was by no means complete; if the 
admimstiation of any of those subjects were found to be unsatis¬ 
factory, the Government of India could intervene and even remove 
a transferred subject fiom the control of the Provincial Legislative 
Council Thus the constitution set up m 1920 was still essentially 
unitary, although it was tending towards federalism; a further step 
was necessary if it was to become leally fedeial. 1 

Noi was the second obstacle seriously tackled No doubt the 
time was not ripe in 1919 for bringing the Indian Princes into 
a common political system for all India There were very great 
difficulties in the way All that the Reforms of 1919 did was 
to establish a Chamber of Princes with certain consultative and 
advisory functions No doubt the necessity for a further advance 
was realized, and the future goal was clear to those who devised 
the Constitution of 1919 Edwin Montagu and Lord Chelmsford 
were convinced that the complete fulfilment of the announcement 
of August 1917 required that the British Indian provinces should 
be brought into a suitable relationship with the Indian states. 

‘ Our conception of the eventual future of India ’ they wrote ‘ is a 
sisterhood of states, self-governing in all matters of purely local 
or provincial interest, in some cases corresponding to existing pro¬ 
vinces, in others perhaps modified in area according to the 
character and economic interests of their people Over this con¬ 
geries of states would preside a central Government, increasingly 
representative ot, and responsible to, the people of all of them; 
dealing with matters, both internal and external, of common 
interest to the whole of India; acting as arbiter in intei-state 
relations and representing the interests of all India on equal teims 
with the self-governing units of the British Empire. In this 
picture there is a place also for the Indian states.’ 2 However, the 
joint authors were against any attempt to force the pace ‘ All 
that we need or can do they wrote, ‘ is to open the door to the 
natural developments in the future ’. 

In November 1927 the Statutory Commission was appointed, 
with Sir John Simon as Chairman, to inquire into the working 


1 Sir Frederick Whyte, India a Federation >, pp. 296-300; Simon Commission 
Report, vol. I, pp. 232-8. 

1 Montagu-Chelmsford Report (1918), p 220. 
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of the Reforms of 1919 and the desirability of a further advance 
in responsible government At an early stage in its inquiries the 
Commission became ‘convinced of the impossibility of continuing 
to look at one half of India to the exclusion of the other ’, and 
came to the conclusion that ‘ the ultimate constitution of India 
must be federal’. But the Commission found various obstacles 
to the immediate realization of the idea. Suggestions were indeed 
made m regard to the machinery and methods needed for initiat¬ 
ing a political process which might eventually lead to federation. 
As an immediate measure they recommended the establishment of 
a Council for Greater India, containing representatives of the 
states and members representing Butish India. This Council was 
to have consultative and deliberative functions m regard to a 
scheduled list of ‘ matteis of common concern’, namely customs 
tariff, salt tax, othei taxes affecting Indian states, railway policy, 
air communications, trunk loads, posts and telegraphs, wireless, 
opium policy, Indians overseas, matters connected with com¬ 
merce, banking and insurance so far as they affect both the 
states and British India, and matters arising in connexion 
with India’s membership of and participation in the League of 
Nations. 1 

The Government of India dispatch 2 on the Simon Report was 
even more sceptical in this respect. It accepted the goal of 
federation, but held that the time had not yet come when the 
general body of Indian states would be prepared to take a step 
so far-reaching in its character as entering into any formal federal 
relationship with British India. 

§3 Princes' attitude towards Federation 

While the Simon Commission was carrying on its inquiries, 
the political situation in India was going from bad to worse. 
Various attempts were made to alleviate political discontent, and 
finally in the autumn of 1930 the Round Table Conference was 
summoned in London, and to this not only British Indian repre¬ 
sentatives but the leading Indian Princes were invited In the 
plenary session of the Conference the Maharaja of Bikanir sprang 
a surprise when he expiessed his firm conviction 1 that the states 
would make the best contribution to the great prosperity and con¬ 
tentment of India as a whole in a federal system of Government 
composed of the states and British India ’ Two days later the 
Maharaja of Patiala, then Chancellor of the Chamber of Princes, 
confirmed this view and declared that federation was in his opinion 
’ the quickest method of achieving India’s enhanced status and 
dignity ’. These utterances produced a great effect The Federal 


1 Simon Commission Report, vol. II, pp. 203-5. 

J Government of India Dispatch, 20 September 1930, p. 11, 
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Relations Committee was appointed soon afterwards to examine 
the whole problem. 

These declarations came to many people as a surprise, but not 
to those who had been following the trend of opinion in the Indian 
states. The political and economic unification of India had reached 
a stage at which any large political change in Bntish India was 
bound to have serious repercussions on the Indian states. The 
financial policy of British India restricted the rights of the states 
in many ways. They had several grievances in regard to customs, 
salt tax, excises, and posts and telegraphs. The Government of 
India collect customs at the ports and land frontiers, but the 
burden tails equally on the people of the states as on those of 
British India Maritime states do indeed retain the right to levy 
customs, but that right has been restricted in many ways. Most 
inland states levy duty on goods coming in, or going out, of the 
country, but they aie not allowed to levy transit duties on goods 
passing through their territories, although the central Govern¬ 
ment lew transit duties on goods passing through British temtory 
fiom a seapoit to an Indian state. 1 The excises levied in Bntish 
India on salt, petroleum, intoxicants, kerosene, silver, etc.., are 
borne parti}' by the people of the Indian states. In connexion 
with these excises the Government of India sought and obtained 
the states’ co-operation, but the advantage is largely one-sided. 
The states are expected to follow the excise policies of the adjoin¬ 
ing provinces and thus prevent smuggling; but if they raise their 
duties the adjoining provinces are not bound to do the same. Thus 
British India levies a large contribution from Indian states by 
means of indirect taxes over which the latter have no control. The 
Indian states claim that these impositions severely restrict their 
taxable capacity and many of them complain that on that 
account their resources are inadequate for carrying out policies of 
economic development When the customs tariff was low, the 
customs duties \\eie not an unduly heavy burden on the Indian 
states; but when it was raised to a high level after the War, the 
states began to feel that the duties iveie a severe burden No 
doubt the protective duties gave scope for starting new r industries, 
but in most of the states the people were not in a position to 
avail themselves of such opportunities 

The dealings of British India with the states in respect of its 
salt and opium monopolies bring out in bold relief the nature of 
the grievances of the states The Government of India raise a 
laige revenue from the salt monopoly This was facilitated by 
enteung into agreements (1871-80) with the salt-producing states, 
against which customs barriers had previously been maintained. 
This has involved a large loss for the states and the compensation 
given has been far from adequate. The states lost all control over 


Report of the Indian States Committee (1929), pp. 41-4. 
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the production and price of salt, and even the states m whose 
tctntory salt was pioduced and winch vveie allowed a ceitain 
amount of salt for consumption had to laise or lower the [nice 
within the* state tern lory to suit the needs oi the British Indian 
budget. Jn the case of opium a monopoly has been maintained in 
both the internal and the external maikeis, and the opium- 
producing stati’s in Centi.il India and Kaipntana have had 10 leave 
their superior opium rosouice-, undevi loped m tire mieu-sts oL the 
revenue of British India This evidentIv icstncts the i •-unices of 
the states and is a consideiahle haidslup for their sublets. 

The Indian states have also ce-taiu <•' lev anoes in icnaid to 
British Indian eommeieial undeitakings ncli i- railwtiVs, pc-K 
and telegi aphs, and miration vv<ik- Th. -tails gave (onee-mns 
fiecly foi Bntish Indian lailwa'-, and the con tiuetion of railwavs 
in their temtoiv neies-itated th-ur giving up tunsii duties wlinii 
thev had been lowing horn time m memoira ! (ieiieiallv the 
alignment ol Bntish Indian lailwavs thiuiigh Indian slates was 
made without loteience to the eionomu li!e ol the states and has, 
m some eases, led to a dislocation nt (lieu economic lit Thus 
while railways vveie used to incieasc the Bntish Indian levenues 
m seveial ways, tbev involved the states in Josses ol sevcial kinds 
The same is moie oi less tine in the ease oi postal opeiations and 
nngation woiks «ilso Similatly the npanan lights of seveial 
states vveie icstneted when the inteiests ol Bntish Indian lrnga- 
tion woiks leipmed it, and thus the inteiests ot agucultunsts m 
Bntish India vveie given pi credence ovei those of Indian states 
All tins made the Indian I’nnces feel that then lights were 
subordinated to the financial exigencies of Bntish India, and this 
caused consideiabic dissatisfaction among them A suggestion for 
a customs union was diawn up (lining Lord Beading’s vueioyaltv, 
involving (II the adoption of a common tanft to be administered 
by otlieeis ol the (loveinment ot India, (2) the abolition of inland 
customs, (3) the division of customs revenue aecoidmg to popula¬ 
tion, and (I) the consultation of states' iepiesentatives for the 
deteiniinatioii ot |hjIicv But the states vveie unwilling to enter 
into such a customs muon on vauoiis giounds 1 When the Indian 
States Committee was appointed in 1928, with Su Ilaicomt Butler 
as Chairman, the I’nuces vveie able to ventilate their grievances, 
but the Committee, while agreeing that some leal grievances 
existed, weie unable to suggest a remedy and concluded that an 
exhaustive liupniy was necessary 

Many of the states icalmed that the only effective way of 
remedying these gnevances would be to enter into a federal 
relationship with Bntish India, so that they might sccme a voice 
in the formulation of policies on niatteis of common concern. 
Some of the Princes feared that a closer connexion with British 


25 


1 Report of the Indian States Committee (1929), p 43 
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India would necessitate their giving up some of the privileges they 
had been enjoying; otlieis, on the other hand, thought that by 
entering into a fedeiation with British Tndia they could get a share 
in the contiol of all-India policy and thus increase their real power. 
Thus in July J9‘28, the Maharaja of Patiala, then Chancellor of 
the Chamber of Ptmces, stated m a speech in London that he 
looked foiwaid to ‘something like a Federation for India’, mean¬ 
ing theieby ‘a machinery which will enable British India and 
Indian India to meet together at the top and to discuss jointly m 
a manner consonant with the inteiests and inipoitance of each all 
policies and pioposals which all'cct India as a whole’ ] This is 
the same idea as lie and the Maharaja ot Bikanir put forward later 
at the Hound Table Conference, those who had been following 
the trend ot opinion among the Princes did not find it at all 
surpnsing 

1 1’ioirrt of Federation 

Thus the need lot some kind of fedeiation was admitted, but 
difficulties arose when the question was tackled by the Federal 
Relations Committee set up by the Round Table Conference 
Thorny pioblems of parainoiintey had to be settled and differences 
of opinion aiose as to whether the Pnnces should join the fedeiation 
in a body or singly The Pimees were natmallv anxious to safe¬ 
guard their internal authority and tieaty lights Thcie weie pio- 
longed discussions on these subjects at successive sessions of the 
Hound Table Conference Eventually the conclusion was leached 
that, as the Indian states lay outside the juttsdietion of the Rntish 
Pailiament, and as no Act of Parliament could make them inenr- 
beis of the Fedeiation against their will, all that an Act could 
do was to pi escribe a method wheieby a state could accede to 
the Federation, and specify the legal consequences which would 
result from its accession Each tuler who wishes to accede will 
therefore signify to the ('town Ins willingness to accede to the 
Federation by executing an Instrument of Accession, specifying 
the poweis and the jurisdiction which may in future he exercised 
b_v the Federal authorities 

Thus the main lines of the Federation became fairly clear 
The change involved two distinct, operations fiistly, the grant of 
piovincial autonomy in British India, and secondly, the establish¬ 
ment of a new relationship between British India and the Indian 
states One is a process of devolution and the other one of inte¬ 
gration In the one case, piovincial Governments which have been 
functioning hitherto undyi the direction and control of the Govern¬ 
ment of India (itself an agent of the Secretary of State) would by 
a dnect grant from the Crown he made autonomous units of a 
Federation. Expressed m legal language, the Ciown would resume 


* Proceedings of the East India Association, 1928. 
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into its hands all the rights, authority and jurisdiction hitherto 
vested in the Secretary of State, the Governor-General in Council 
and the provincial Governments and Adrnmistiations, and ledistn- 
bute them between the Government of India and the provinces. 
In the other case, the Indian states which now enjoy almost 
complete internal autonomy must surrender certain of their powers 
and jurisdiction to the new Federation 1 

But the Federation of Bntish India with Indian states is not 
to be a mete alliance or association foi limited objects, but, as 
stated in the White I’apei on Indian states, it is to be ‘ an 
organic union between the two, with the Fedeial Government and 
Legislature exercising, on behalf of both, tlie powers vested in 
them for that pm pose ’ 2 

Provision for the establishment of such a Fedeiatioii was made 
in Part II, Chaptoi I, of the Government ot India Act (1935) 
This Act was the lestilt of many veais’ deliberations and it is 
based on the accumulated experience of main existing Federations, 
so far as such experience can be applied to the jh v cu1i«ii conditions 
of India We aie here concerned onl\ with the financial aspect 
of the Act We will fust deal with the financial provisions as 
they relate to the states, and then proceed, in the next chapter, 
to consider the tinancul lelations between the Fedeiatioii and 
the piovmces. 

§5 Federal Finance in Relation to the Statrs 

The most for in idable difficulties that confronted the Round 
Table Conference in legard to a Federation of all India were 
financial As has been mentioned befoie, the Pimces had 
been making eeitain contributions, chieel and indirect, to the 
levenues of British India, and the Butlei Committee's lnqumes 
disclosed that some of then claims foi relief m this regard were 
justified One essential principle of a fedeiatioii is that all the 
units of the fedeiatioii must contiibute on a unifonn basis to the 
federal resources Therefore a careful inquiry into the financial 
lelations between British India and the states was essential before 
any definite federal scheme could be put foi waul The Fedeial 
Structure Sub-conuinttee laid down certain general principles in 
this matter, but left the details to be wroked out aftei inquiry 
m India, by a Committee undei the chairmanship of Mr J. C C. 
Davidson That Committee toured India m I93‘3, and conferred 
with the Princes. The object of the inquny was to estimate the 
contributions made by the states and the value of the immunities 
enjoyed by them, and to determine how these should be adjusted 
to fit in with an equitable scheme of federal finance. 


1 Report of the Joint Select Committee, vol I, Part I, pp 85-8. 
* See also Secretary of State’s Dispatch, 14 March, 1935. 
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The contributions made by the states to British Indian revenues 
were (At direct contributions in the fonn of tnbutes and subsidies 
imposed by treaties, engagements 01 sanads, etc., and (B) indirect 
contributions 

A Direct contiibutions were eithei (1) subsidies 01 tributes, 
or (8) \alue ot terntoiies ceded m the past m return toi guarantee 
of piotection Subsidies or tnbutes weie paid in casli and 
amounted to Rs 74 lakhs annually The Peel Sub-Committee 
consideied the tributes and subsidies to be ot a feudal natuie and 
recommended that such pa\meats as ueie m excess of 5 per cent 
ol the total levenue of the state should he immediately lermtted 
The Davidson Committee found that all the payments were not 
of a feudal natuie and classified them undei the following 
categoiies . 

(D Payments in acknowledgment of suzciauity, including 
obligations to aid and pioteet on the one side, and to 
give suboidinate eo-operalion on the otliei . 

(2) P.'nments m commutation of obligations foi the piovi- 

sion of a ‘State-contingent foice ’ oi othei foi m of 
imhtaiv assistance, 

(3) Payments foi the maintenance of a Bntisli subsuhaiy 

fence, 

(4) Payments fixed on the eieatnm or lesloiation of a state, 

ot on a le-giant m meiease of tcmtoiy (including 
annual payments foi giants ol land on petpetual tenuie 
and lor equalization ot the value of exchanged 
teintoiy), 

(■">) Payments foi special or local pm poses, such as the main¬ 
tenance ol local cotps, police, etc . 

(6) Conti ibutions originally paid to .i not liei state 1 , but sub- 

sequentK aeqmied by the Bntisli (lo\ riiiinent by 
conquest or lapse ot the original leeipicmts, and 

(7) Contiilmtions acquued by treaty 

The fust five weie imposed or negotiated In Bntisli authority, 
while the last two weie iiansfened or inherited from pievious 
suzerain poweis oi oveiloids Altliongli the Davidson Committee 
maintained that the conti ibutions weie not geneinlly of a feudal 
nature, it lecommended on other gtounds that contributions in 
excess of the immunities eipoyed by each State should he abolished 
Conti ibutions m excess ol .> per cent weie to be (emitted immedi¬ 
ately (thus giving a lelief of Its 12 lakhs a year! and of tire rest 
a moiety was to he extinguished at the latest in ten years after 
the establishment of the Fedeiation and the whole within twenty 
years 1 

The revenue obtained by the Government of India from 


1 Report of the Indian States Enquiry Committee, Financial (1932), pp 30-3 
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territories ceded to the Crown by the Indian states in return 
for specific military guarantees came to Ks. 3-79 crores in 
1931-2. 

B. By' 1 indirect contributions ’ are meant the amounts 
accruing to the revenues of British India from the people of 
Indian states under the heads of customs, salt tax, income-tax, 
etc. Various estimates have been made of the amount of such 
contributions. 

Customs —The computation of the share of the states in the 
customs revenue of India is complicated by the existence of certain 
maritime states which collect their own customs and by the un¬ 
certainty about the consumption of nnpoitod good, in different 
parts of India It is believed that the consumption of imported 
goods is proportionately smaller in Indian states than in British 
India. A special committee of the Government of India m 1930 
estimated the shaie of the states to he 14 per cent of the net 
customs revenue Others put it at higher peioeiitagos ' It the 
former percentage is accepted, the staled connlhution must have 
been about Rs 7 ciores in 1935 

Erase —Under this category must he considered the | mvincial 
excises on alcoholic hi|iio>s, dings and naicotics and the cential 
excises on motor spmts keiosene. sihci. siigai. matches and steel 
ingots Accoidmg to the special committee mentioned above, the 
share of the states in the piovmcial excises was about Rs 13 lakhs 
and in central excises Rs 47 7 lakhs The share must have 
increased since then, but no exact calculations can he made 

Suit —Tn legard to salt a computation of the incidence per 
head of the total revenue would Meld fairly satisfactory results 
According to the committee, the contribution of the states to the 
central salt revenue was Rs 89 lakhs Rail revenue has since 
increased and for 19.35-9 the states’ share would be about 
Rs U58 crores (The allowance made for cost of collection is 
20 per cent ) 

Bail mays and currency profits —Tn 19.30, the states’ contribu¬ 
tions to these items were about Rs 50 lakhs and Rs 47 lakhs 
respectively, but the contribution fiom the fust item nearly dis¬ 
appeared dining the depression years, and that from the second 
item has decreased with the establishment of the Reserve Bank 

The total ‘ credits ’ must therefore be over Rs 10 crores 
excluding the expenses of the Indian states’ military forces 
Against these credits, we must place the ‘debits’, which are 
principally immunities enjoyed bv the states under customs, salt, 
currency and coinage, posts and telegraphs, etc Several states 
levy a large revenue by means of inland customs, amounting to a 
total of about Rs 4h crores The maritime states—Travancore, 


1 Wapd Khan puts it at Ks II G5 crores for 1932-3 (Financial Problems of 
Indian Stales under Federation, pp 27-8} According to TVSouza, Mysore alone 
claims to pay Ks 97 lakhs (Financial Problems of Indian States , p 33) 
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Cochin and the Kathiawar States 1 —levy their own sea-customs 
under certain agreements with the Paramount Power. The rela¬ 
tions of British India with Travancore and Cochin in this matter 
are governed by the Inter-portal Convention of 1865 ‘ by which 
those two states adopted the British Indian tariff (with certain 
exceptions) and agreed not to levy any import duty on goods 
coming from British India (with ceitain exceptions) in consider¬ 
ation of a similar undertaking by the British Government. 2 * With 
the opening of the new harbour at Cochin, fresh pioblems have 
arisen and some of them were tackled by the Davidson Committee. 
The Kathiawar ports have been enjoying greater privileges, and 
when the British Indian tariff was recently increased they were 
able to secure a much larger import tiade and customs revenue. 
The Davidson Committee examined this thorny pioblem and 
recommended for consideration a compionnse arrangement under 
which those states would be enabled to ietam the revenue from 
duties on goods imported tlnough their own jioits for consumption 
by their own subjects '* 

The immunities enjoyed bv the states can be moie accurately 
assessed than the conti ibntions made by them The following is 
the estimate of the Davidson Committee 


Customs 

Salt 

Currency and Coinage 
Posts and Telegraphs 


Rs. 

1,82,42,000 

46,06,057 

17,00,000 

10,27,025 


Total 2,55,75,082 


The Joint Select Committee of tin 1 British Pailiament on the 
Government of India Bill gave its general approval to the 
Davidson Committee’s recommendations m legald to the gradual 
abolition of contributions which weie m excess of the value of 
immunities They also emphasized the need for freedom of trade 
within the Federal territory. ‘Internal customs barriers’, said 
the Committee ‘ are in principle inconsistent with freedom of inter¬ 
change of a fully-developed Federation and we are strongly of the 
opinion that eveiv effmt should be made to substitute other forms 
of taxation for these internal customs ’ 4 It was admitted that 
their immediate abolition would involve deficits m the states’ 
budgets, but the Committee |iomted out tb.it, in any rase ‘ the 
accession of a state to the Federation should imply its accept¬ 
ance of the principle that it will not set up a barrier to free 

1 Namely, .Janjira, Baroda, Bliavnagar, Cambay, Cutrh, .Tiinagadb, Mongrol, 
Morvi, Nnvanagar, Porbandar and Sawantvadi 

J Papers on Indian States Development (1931), pp 93-4 

* Report of the Indian States Enquiry Committee (Financial), 1932, pp 140-1 

4 Report, p 169. 
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interchange so formidable as to constitute a threat to the future of 
the Federation ’ The Committee also agreed that a maritime 
state which has a light to levy sea-customs should be allowed to 
letain only so much of the customs duties as is properly attributable 
to the dutiable goods consumed in the state They recognized 
that treaty rights might not make it possible in all cases to attain 
this ideal, but they doubted the advisability of admitting into 
the Federation states that insisted on such treaty rights 

The Government of Tndia Act (1935) has, in Sections 146-50, 
given effect to the pimcipal recommendations ot the Joint Select 
Committee In the case of states entering the Federation, cash 
contributions will be lemitted by instalments spicad ovei a peuod 
not exceeding twenty yeats (Section 147) All contiibutions fiom 
a state to the Federal fisc will be set oil against the state s share 
of any revenues which have to be distributed to the F**deial Tints 
(Section 149) The principles laid down in tie Act aie largely m 
conformity with federal practice, and can he made the basis of a 
fair financial settlement between the Federal Government and the 
states. The constitutional framework for the building up of an 
Indian Fedeiation has thus been devised 



CHAPTER XXX 


FEDERAL/ FINANCE—GOVERNORS’ PROVINCES 

§1 Provincial Autonomy and Federation 

Most of the existin'' Federations ha\e lesnlted fiorn an agreement 
by states previously independent or autonomous to suilender a 
definite part of their authority to a new central organism But 
India, on the other hand, is being comeited iiom a unitary state 
into a Fedeiation Only the that steps tow aids piovmciul auto¬ 
nomy were taken under the Act ot 1919, and the piovinces 
continued to be subject to the administiative and legislative control 
of the Government of India although a good deal ol authority was 
devolved on them undei the statutory mle-inaking jiower of the 
(lovemor-Oeneial m Council The transformation of such a state 
into a Federation necessaiih involves a twofold process namely, 
the creation ol autonomous Units, and combining them into a 
Federation The giant of piovmci.il autonomy is the fulfilment of 
the goal set before India in 1919. hut pnnmual autonomy without 
a change m the central constitution might endangei the unity of 
India by giving too much plav to centiilugal fences Hence the 
need for a new eenfial oiganism—an All-India Federation with a 
representative legislature capable of binding the autonomous 
Units together 1 

The grant of ptovincial autonomy implies that the piovmcial 
Governments will he more lesponsiblc to their Legislatures in 
future The woikmg of the Montagu-Chelmsford Reforms for a 
decade gave convincing proof that without fullei iesponsibihty in 
the prot nines further piogress in social reform and economic 
services was not possible Only a Government responsible to the 
people of the country could undertake and enforce effective legis¬ 
lation for the cure of vnulent social and economic ills Therefore 
Parliament decided that the provincial Governments should he fully 
responsible to their Legislatures in regard to social and economic 
policy, subject to ceitam safeguards necessitated by the facts of 
Indian life Rut the grant of full responsibility at the Centre 
was not found possible Tt was felt necessaiv to reserve defence, 
external affairs, ecclesiastical affairs and matters relating to 
tribal aieas, for administration by the Governor-General Over 
the rest of the administrative field Ministers responsible to the 
Federal Legislature are to have authority, subject to special 
powers to be retained by the Governor-General for the discharge 

1 Report of the Joint Select Committee, vol T, part I 11934), pp 14-15 



FRDRIUb FINANCE—(iOVRRNORs’ PROVINCES 393 

of his responsibilities to Hie Biitisli Crown. 1 Thus the new 
Federal Government is to he a dyarchy, but the reserved half is 
to he much smaller than it was m the provincial constitutions 
under the Act of 1919. 

'Fhe Governor-General will have power to appoint not more 
than three counsellors to assist him in administei ing the reserved 
subjects. This provision is m keeping with the icalities of the 
situation, but it is bound to < ause some tuition, seeing that as 
much as 60 pci cent o! the cential revenue is absmbed by the 
Defence budget Already the non-\otable cliaiacter of the expendi¬ 
ture classified as defence, political and ecclesiastical lias caused 
considerable fuction in the Legislative A- ombR With ihe grunt 
of full responsibility in the piovmces a d tl-e tiansfei ol other 
central subjects to resjionsihle mimsteis, tins luetion is likilv to 
increase, especially as theie will piobab’\ be a strm g de=:ic in 
the new Fedeial Leaislatme to cut down irnlitai\ expendnme in 
order that more money may be sjietit on nation-building seivices 
However, as the Joint Sold f Commilue points out, even in 
independent countries, by fai the gioatei part of a cential budget is 
in effect alwavs unaltciable because the cxjienditure lesults from 
past commitments in the field.- of foreign lelations or social 
leform 1 It is also ex|>e<b-d that the entiv of the lYinces into 
the Federation may tone down the central Legislature's disincli¬ 
nation to spend money on defence 

The special tesjionsibihties of the Governor-General are laid 
down in Section- 19 of the Act, as billows 

(a) the prevention of any grave menace to the jieace or 
tranquillity of India, or am part thereof, 

(b) the safeguai ding of the financial stability and credit of 
the Federal Government, 

(e) the safeguai ding of the legitimate interests of minorities, 

(d) the seeming to, and to the dejiendants of, persons who 
are or have been membeis of the public seivices of any rights 
provided or pi (‘served for them by or under this Act and the 
safeguarding of then legitimate interests, 

( e ) the seeming in the sphere of executive action of the 
purposes which the piovisions of Chaptei 1IT of Pait V of the 
Act are designed to scenic m lelation to legislation; 

(/) the pievention of action which would subject goods of 
United Kingdom or ldiiimese migm unpoited into Tndia to dis- 
criminatorv or penal treatment; 

(<)) the protection of the lights of anv Indian state and the 
rights and dignity of the Ruler thereof; and 

(h) the securing that the due discharge of ins functions with 
respect to matters regarding which he is by or under this Act 
required to act in his discretion, or to exercise his individual 


1 Government of India Act (1985), Sections 10 and 11 
a Report, vol I, part I, p 22 
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judgement, is not prejudiced or impeded by any course of action 
taken with inspect to any other matter. 

Great lmpoitance is attached to the Government’s financial 
stability and therefore the Federal Structure Committee considered 
it necessaiy ‘to leserve to the Governor-Geneial in regard to 
budgetai \ arrangements and borrowing such essential powers as 
would enable him to intervene if methods were being pursued 
which would in Ins opinion seriously piepidice the credit of India 
in the money maikets of the world ’ 1 The Act enumerates the 
special responsibilities onlv in general teims, and moie specific 
directions will be given in the Instmment of Instuietions to be 
issued by His Majesty’s Government to the Governor-General 
when the Fedeiation comes into being Piovision is also made 
for the appointment of a Financial \dviser to assist the Governor- 
General in the disehaige of his special lesponsibility for safe¬ 
guarding the financial stabil it\ and ci edit of the Federal 
Government, and the mimsteis will be consulted when any appoint- 
ment other than the first appointment is made to that post 
(Section 15) 2 * 4 Although technically the Financial Adviser is to be 
the Governor-General's advisei, his advice will be available to the 
ministers as well In the opinion of the Joint Select Committee, 
the Govei not-General nun not need to exeinse his special powers 
in the financial field, provided the right person is selected as the 
Financial Adviser 

Provisions in the Act regaiding the "Reserve Bank are also 
designed to strengthen the Governor-General’s special {lowers for 
safeguarding financial stability According to Section 153, the 
functions of the Governor-General m respect of the appointment 
and removal from offi< e of the Governor and Deputy Governor 
of the Reserve Bank, the uppioval of their Hilaries and allowances, 
the fixing of then terms of office, the snpoisession of the Central 
Board of the Bank and allied matters, are to he exercised by him 
in lus discietion Ftnther, the pievious sanction of the Governor- 
General will he necessary for legislation with respect to the 
coinage or cmrenev of the Federation or the constitution or 
functions of the Reserve Bank (Section 154) 2 

AVitli a view to enabling the State railways to work on business 
principles without being subject to political interference, jirovision 
has also been made for the establishment of a Federal Railway 
Authority with a large degree of independence (Sections 1S1-99).'* 

In respect of bis reserve powers and special responsibilities, 
the Governor-Geneial will be under the control of the Secretary 
of State (Section 14) 


1 Second Report of the Federal Structure Committee, 13 January, 1931 

3 See also White Paper, Proposal 17, and Joint Select Committee Report, vol I, 
part I (1934), p 95 

5 See Joint Select Committee Report, vol I, part I (1934), p 229 

4 White Paper, Introductory, para 74, Joint Select Committee Report, vol I, 
part I (1934), pp 230-5 
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Thus in order to keep the ccntiifugal forces in check, provi¬ 
sion has been made for strengthening the anthonty of the Federal 
(iovermnent. Only a powerful Government at the Centre will be 
able to maintain the unity of India and to pioteet all classes of 
her citizens; and in the ciieumstanees of India it would be very 
dangerous to have a weak Fedeial Government The financial 
system devised for the Federation also piovnles for ample icmuices 
fin- the Centre, which should enable the Fedeial Govi innn nt to 
aid the poorei and mote backwaid piovmces. 

§'2. Drmarc/itwn of /mlWiohs 1 

Before vve pioceod to the mipmt.int suo|('(t of finance, v > shall 
deal bneflv with the distnbut’on of poweis lx tween the Fedeial 
and the provincial Legislatin' ^ A dcm.io at'on o r functions Ind 
already been made in the Act of Thu w ,is liuther <dabo- 

lated and tluee sepaiate lists vveie piepnic ! namely Federal, 
Provincial and Conciment G.s- Appendix 1)» Fndei itie Act of 
1919, the piovmcia! Legislative Conn 1 iU had povvei t< 'egislute 
for their own temtones on am subject, even though that subject 
came in the ecutial list m the Act, hut the .i-sent of the Governor- 
Geneial was necessai\ foi such lulls to become law Theiefore, 
according to Section 84 (3), ‘ the' valulitv of anv Act of the Indian 
legislatuie oi of anv local legislatme was not open to cpicstaon 
in any leg.il proceedings on the ground that the Act affects a 
provincial subject oi a cential subject as the case may be ’ Tins 
worked well on the whole Put with the attainment of autonomy 
by the provinces it would not have been light to continue the 
old arrangement and a statute)!v allocation of exclusive poweis was 
found necessaiv Theieloie, as in other Federations, the eomts 
will have to determine whether oi not m a legislative enactment a 
legislature lias tiansgiossod the boundanes set foi it bv (lie exclu¬ 
sive list, fedeial oi piovmcial, as the case mav be No doubt 
this will lead to litigation oi a kind hitherto almost unknown in 
India, but this cannot be avoided m view ot the changed political 
relationship between the (Yntie and the provinces Hence the 
need for a Federal (’emit, 1 foi which piovision was made 

§3 Allocation of 1 ncomc-Tii r 

Various schemes foi teal lot ment of revenues were eonsideied 
by the Pound Table ('onfeienee, but. at an early stage it was 
realized that, there was no need foi a radical change m the existing 
system. What was necessaiy was to find some balancing factor 
or factors by winch a greatei elasticity could be introduced The 
revenue heads proposed for tins purpose weie income-tax, export 


1 Joint Select Committee Report, vol I, part T (1934), pp 142-3. 
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duties, salt, stamps and excise duties The pnncipal object 
aimed at was that all the governments should have adequate 
revenues and the idea of a ‘ clean cut ’ was not too much 
stressed. 

The announcement of an All-India Federation as the immediate 
goal lent fmthei suppoit to the claim ot the provinces for the 
income-tax It is one of the fundamental principles of a Fede¬ 
ration that its units should contribute to the federal resources 
on an equitable basis Thciefore, if income-tax was to be a 
fedeial item it should be levied on the subjects of Indian states 
also Tint the mlers of the Indian states made it plain at an 
earlv stage that tliev weie not piepared to accept that arrange¬ 
ment, and so the provinces’ claim to he given the income-tax 
gained stlength The financial stnngenev in the provinces result¬ 
ing from the tiade depiession and the special troubles of certain 
impecunious provinces weie also urged m suppoit of the provinces’ 
claim to the income-tax 

The theoretical argument used by the suppoiters of the pro¬ 
vincial claim was that the jiioper source of federal revenues is 
indirect taxation and that direct taxation m most Federations 
is allotted to the units The United States started with a firm 
conviction that it would be wrong for the Federal Government to 
raise revenue bv imposing direct taxation, but later, when the 
federal seiviees expanded, the needs of the Fedeintion increased 
greatly and the Federal Government, was empoweied, bv an amend¬ 
ment of the Constitution m 1913, to lew income-tax for Federal 
purposes At the piesent time the income-tax supplies as much 
as 70 per cent of the Federal revenues in the F S A Tn Canada 
and Australia also, (he Fedeial Government has power to lew an 
income-tax, but m South Africa it is solel\ a Federal tax Thus 
while indirect taxes are generally treated as a pmelv federal 
source of revenue, direct taxes are not. as a rule, reserved entirely 
either for the centre or for the units Tn a developing country 
like India, the income-tax is likely to lie the most elastic source 
of revenue and it is essential that the Fedeial Government should 
have a fair share of it 1 

The claims of the provinces, however, made an impression on 
the Found Table Conferences, and the Peel Sub-Committee 
recommended that the proceeds of the income-tax should he dis¬ 
tributed among the provinces although the tax should he levied 
and collected bv the Federal Government This would result in 
a deficit in the central budget which 1 would have to be made good 
bv provincial contributions This recommendation was further 
scrutinized hv the Fact-finding Committee on Federal Finance with 

1 Further the terms direct and indirect taxes have created much confusion 
even among economists Judges m the United States and Canada have had to 
develop their own definitions of those terms rather arbitrarily (see Adarkar, 
Federal Finance, pp 52-3n ) 
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Lord Percy as Chairman in 1939. Its recommendations were as 
follows ' 

1 Iqconie-tax on the profits of companies should be detached 
and allotted to the Fedeial Government, and the income-tax 
collected from the ledeially administeied areas and trom officers 
of the Federal Government should also be so allotted. 

2 The rest of the pioeeeds of the income-tax should 
be allotted to the piovmces The Committee admitted that the 
lack of some impoitant data made it difficult to dibit finite the 
tax on personal incomes equitably among the diflennt provinces, 
but they recommended that each piovmee should be ciedited with 
the tax paid by the poisons lesulent in it ti e by individuals, 
Hindu undivided families, unregistered turns and ccitain associ¬ 
ations) including the tax on dividends teteivecl by them from 
companies, and that the tax collected born iion-iosidents and vm- 
ilistiibnted profits ot companies should be distnhuted on the basis 
of population 

Oil this basis, then lound that out of the net \ieid ot Its 17-20 
cioies, the supci-tax on companies and othc? federal items would 
come to Ks .3 70 iioies and the balance available loi distribution 
among the provinces would be Its 13 50 eioios Of this the 
bulk would he distnhuted on the basis ot the estimated shaie of 
peisonal income-tax ciedited to the piovmee 

3 The Committee a Iso i e< ommeinled that the loss that would 
result in the initial budget should he made good b\ iontributions 
fiom the piovinees, and that then? conti ihutions should he based 
on the mciease ol levenue acciumg to each piovmee hv the leallot- 
meut ol income-tax Put if all the piovimes ueie to pay in 
the same propoition, some ot them would still have deficits, making 
allowance foi vaiiotis lactois, the Committee suggested eoitain 
fu’iiies for the conti ihut ions in such a mannei as to wijie out the 
deficits in the budgets ot the piovinees 

Some ol the piovmcial Governments taised stiong objections 
to the leconiinendalioiis ol the Peel and Peicy Committees, 
they weie also seveiely ciitaeized by ceitam economists ' The 
piovmcial conti lhutions undei the Meston Settlement were so un- 
pojmlai that the Ooveinment ot India weie unwilling to leintroduce 
them Not was it expected that the pioposed contilbutions would 
be tempoiaiy as envisaged by the Peel Committee; tor, having 
taken into account all the relevant facts, the Peicy Committee was 
uot able to give an assuiance that the conttlhutions could be 
abolished within any penotl that could be toreseen The scheme 
was therefoic abandoned .' 

The provincialization of income-tax was also opposed by the 

1 See Papers on ‘ Fedetal Finance Committee and Conti lbutions by H L 
Chablani and ' Tho B T C Scheme of Federal Finance by T ,T Thomas in the 
Indian Journal of Economics , Mardi 1933, and discussion thereoD 
= Joint Select Committee Report (1934), pp 162-3 
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Indian states, on other grounds. They claimed that a part of the 
income-tax collections came ftom the subjects of Indian states 
It was also urged that sevetal items of federal expendjtme were 
entnely the concern of Hntish India, eg the subsidies which 
the Government, oi India had decided to give to ceitain deficit 
provinces At one stage it was suggested that the public debt of 
India should be consideied to be such an item. The Princes 
insisted that it should be a central (and not a fedetal) subject 
and that the new Fedetal Government should not have any 
liability in tespect ot it Subsequently the ui(|uuies ot the Peel 
and Percy Committees showed that only a fraction of the debt 
was unpioductive, that ‘ it the Pcdeial Government assumed 
responsibility tor the whole ot the jue-fedeialion debt its obliga¬ 
tions would be covered by the assets also taken over ’ and that 
1 the seivice of the debt will he fully coveted by sources of revenue 
which will remain at the disposal of the Fedeial Government ’ 
Nevertheless, the states claimed that the resources of the Federal 
Government were likely to fluctuate and that unless the Centre 
had a huge sh.tie in the income-tax the states would he running 
giave financial nsks in joining the Federation 

The above giomuls led to the decision not to provincialize the 
income-tax completely, but it was still held to be desirable to 
give the provinces a share in its pioceeds The following scheme 
of division was suggested in the White Papei The income-tax 
leveniie derived fiom federal sources, i e fedeial areas or emolu¬ 
ments ol federal office)s, would be permanently assigned to the 
Federation Of the lest, ol the yield of the ordinary income-tax 
(except the corporation tax, teferied to later) a sjiecified per¬ 
centage (to he fixed bv Oidei in Council at the latest possible 
moment) was to lie assigned to the provinces This peicentage 
should not lie less than 50 noi mine than 75 Out of the amount 
so assigned to the piovmces the Federal Government would he 
entitled to retain an amount which should leimun constant for 
three yeais and thereafter diminish gradually to zeio ovei a 
fuither pellod of seven years The Governor-General would have 
power to suspend these leductions, d cucumstances made it neces¬ 
sary to do so The Fedeial Government and Legislature would, 
in addition, be cmjxnvered to impose a suicluuge on the income- 
tax, the pioceeds ot which would be devoted solely to federal 
puiposes, but tins power should be exeii ised only in times of 
financial stiess The Joint Select Committee agieed with the 
mam lines of the White Paper scheme, but feared that, owing 
to the ttade slump and the needs of the deficit provinces, it would 
not be possible to fix in the Act the peicentage of income-tax 
proceeds to he assigned to the piovmces, and that it would be 
best to leave it to be fixed by an Ordei in Council; nor did they 
see any prospect of fixing a higher percentage than 50 

It was also decided to detach from the income-tax the taxes 
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on the income and capital of companies and to allot them entirely 
to the Federation. After ten years the corpoiation tax was also 
to be extended to the federated states, but any state which 
pieferred that companies subject to its law should not be directly 
taxed by the Fedeiation would have the option of paying to the 
Federal fisc an equivalent lump-sum contiibution. The White 
Paper also proposed (o empower the piovmcial Legislatures to 
impose sutcharges on the peisonal income-tax, but the Joint 
Select Committee did not accept this The White Paper proposal 
to empovvei the Federal Legislature to impose an emergency sur¬ 
charge for federal put poses was, howevei, approved, and huther 
it w’as decided that any smchaige so imposed should also be levied 
in the federated states with a similai option lot any su< h state 
to make an equivalent conti ibution to the fedeiul icvenues instead 
of having the smchaige levied m the state 

These recommendations were embodied in Section l‘3fi of the 
Act, which lays down that a piescuhed percentage of the taxes 
on income shall be allocated to the ptovmees. subject to the 
proviso that m each \eai ol a pie.seiibed penod the Fedeiation may 
letain such sum as may he decided, and ‘ m each year of a 
further presenbed pei lod a sum less than that letamed m the pie- 
eeding yeai by an amount, being the same amount in each year, 
so calculated that the sum to be letamed in the last veai of the 
period will he etjual to the amount ol each such annual leduction 
The distribution of the piovmcial shaie was to he jneseubed 
by an Order m Council befme giving elleet to Pait III of the 
Act (See Cli XX XII ) 

§4 Other Hdliuicnui Factors 

The White Papei purposed that, the Fedeial Legislatuie should 
be given jiowei to allot to the units (juovmees and states) at its 
discietion a share of the yield of salt duties, centi.il excises and 
expoit duties In regard to the fiist two the object was not 
only to make the financial scheme more elastic, hut also to facili¬ 
tate the mtiodiiction ot new taxes This was accepted by the 
Joint Select Committee and was embodied m the Act (Section 140) 
The provision in icgaid to expoit duties was m the mteiests of 
Bengal which had been accumulating deficits since 1930, and the 
Act specifically lays down that at least one-half of the net pioeeeds 
of the jute expoit duty shall be assigned to the provinces or 
states in which jute is grown, m piopoilion to the lespective 
amounts of jute gtown theiein [Section 140 (9) ] Half the net 
proceeds of the jute expoit duty was surrendered to the jute- 
growing provinces with effect from 1935-0 If an Act of the 
Federal Legislature so provides, the revenue from the salt duty 
and Federal excises may be distributed among the piovmees and 
the states to which the Act applies [Section 140 (1)]. 
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In a different categoiy aic placed commercial stamps (already 
levied by the provinces), succession duties, teimmal taxes and 
taxes on railway fares and freights (winch may be levied, m fntuie) 
The revenue horn these taxes must po to the units, but for 
obvious leasons it is boltei that they are levied and collected by the 
Fedeiation. The Federal Government will have {lower to place 
smchaises on those taxes at any time for federal purposes 
(Section 187) 

The Act also anthonzes the Federal (iovernment to make 
grants-m-aid to deficit provinces The piovmces to which such 
help has to be pi von aie (I) the Noith-West Fiontier Pro¬ 
vince, wlieie special ex|KUidifme due to stuatepie considerations 
has to be inclined, and to ulucb an annual subvention of Its 1 
crore was already hemp piven, (2) Oiissa and Assam, which under 
the piesent scheme of allotment of somees of lovenue cannot be 
expected to balance then lmdpets, and (8) Sind, which will icqmre 
subvention for some time hut may eventually lie able to balance 
its budpet Fixed subventions aie to he piven to the last three 
provinces, while the subvention lor the Noith-West Fiontier Pro¬ 
vince may vary accoidmp to annual lentitlements (Section 142) 
Ptoxision was made foi the necessary subventions for these 
provinces m the lmdpets foi l985-(> and latei veais. 

The Fedeial (iovernment is also autlionzed hv the Ait to make 
plants to (lie provinces and states tor specific pm poses, and the 
provinces max also make plants lot ledeial pm poses. 

Thus impel tunt. modifications wetc made in the system 
of ‘ clean cut ’ mtioduced by the Hetonns of 1919 Tlitheito 
the levenue of the pioxinces came almost cntncly from lcsomces 
definitely allotted to them In lutmc the pioxinces will be leceiv- 
inp a pait ol then icxemies liom souues which (hey will have 
to shine with the Centie The i»to\iniial icxenues in futme will 
compi ise 

1 Piovmci.il (axes, like land lexenue, lax on apoicultuial 
incomes, impation icoeipls, excises on alcoholic, lupiots, drups and 
naicotics, stamps (penoial), toiests, lcpistiation icceipts, etc, ; 

2 The piovincial shale in iniome-t.ix, s.dt duties, central 
excises and expoit duties; 

8 The piocecds ol stamps (commeicial), (eimmal taxes and 
othei taxes collected by the Centre but distributed m full to the 
piovmces, and 

4 Subventions fiom cential levenues and plants foi specific 
pm poses 

'file lesomces ot the centi.il (Federal) (Iovernment ale nearly 
the same as before, except that some ol the somees previously 
cential (i e income-tax, salt and expoit duties) will, or may, in 
future be divided between the Centre and the units. A certain 
part of this loss is made up by the power to levy smchaipes purely 
for federal purposes on income-tax and commercial stamps and 
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on certain new taxes that may be levied m future, namely succes¬ 
sion duties, terminal taxes and taxes on railway fares and freights. 
It is fan to point out, however, that the central Government are 
also undertaking new liabilities in the form of subventions to the 
deficit piovinces. 

Thus in the new scheme of federal finance, the revenues of 
India aie divided into three main categories, namely (1) Federal, 
(2) Fiovmoial, and 05) Jointly Fedeial and Piovincial. Both the 
Fedeial Government and the piovinces will have their own 
separate revenues over which each will have exclusive pmsdiction, 
legislative and .idininistiative, and in addition they will both share 
certain common levenucs levied and collected by the Federal 
Government under Federal law and mainly tlnough Federal 
officers Finally ceitam levenues ait wholly allocated to the pro¬ 
vinces, but legislation and adnimisti.ition in inspect of them are 
exclusively Fedeial, and the Fedeial Government's only means 
of benefiting from those revenues is by imposing surcharges undei 
Section 1:17 The position can be made clear by classifying all 
the revenues of India with leteionee to jurisdiction (legislative 
and administrative) and allocation of proceeds, as below 

Pott cr s of 

Sauries vj Revenue LeijtsUilmn awl Allot alton of Revenue 

Administration 

Impoit duties (evept on salt.) 

Coiitulmt inns fiom Railways 
and iceeipts fimu other Fede 
nil c oininorcia 1 iiiuleitakings 
(’oiporalinn tax 

Coinage puitlts and shaie in 
profits of Reserve Hank 

Jm ome-tax 

Export, duticb 
Salt duties 

Otliei evi.se duties exreiit those 
on alcoholic liquors, dings and 
nuieotns 

Succession duties (except on 
agriciiltmal land) 

Terminal taxes on goods and 
passciigoib 

Certain btamp duties 
Tax on railway fares and 
fi eights 
Ij&nd levenue 

Taxes on agrn ultimil incomes 
Excise duties on aliohol, drugs 
and narcotug 

Succession duties on agncul- 
Inral land 

Stamps (with exceptions) 

Ernests and other provincial 
cotumeicial undei takings 
Taxes on the salo of goods 
Taxes on luxuries (including 
entertainments, betting and 
gambling) 

26 


* FedriYl^ Evlusively Federal 


) E\< lusivelv ( l>d , rt 

j Federal 1 


Exclusively 

Fedeial 


Partly Fedeial and paitly 
vcntually 5(1 per cent ) 
ovine tal 


Fedeial, with power to 
assign a sliaic (oi the 
| whole) to units 


Piowncial, with powei to 
Exclusively the !'\'deration to un- 

F'ederal , pose a, Fedeial sur¬ 
charge 


Exclusively I j.y xe i U sivelv Provincial 
1 lovincial , 
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It may be noted that the growing head of excises is to be 
shared between the Centre and the units. But while the pro¬ 
vincial excises aie specifically enumerated, the sphere of the Centre 
is left unspecified, thus leaving to it the residue. Already the 
Centre has levied excise on vanous at tides, and it has fieedoni 
to exploit that domain fuithei This has caused some concern 
to the Indian states They point out that the Centie has full 
power to levy excise on any commodity and that it that power 
weie fully exeicised, the exclusive light of the units to levy land 
revenue or taxes on agi (cultural incomes would be nullified. But 
m practice, the Centre may not icsoit to levies which are likely 
to clippie the resoiuees of the units; foi, after all, the states will 
have a laige number ot lepiesentatives in the Federal Legislative 
Assembly and will have considerable influence in regard to the 
levy ot tiesh taxes. 

Another Jeature ot the new scheme is the absence ot any 
defined lesiduary power in tegatd to taxation. It is not unusual 
in Federal constitutions to leave the lesidunry power in taxation 
eithei to the Federation, 01 to the states (vide infra, p. 411). 
In some tedeiations, both the Fedeial Government and the states 
have neatly concunent poweis of taxation except that some taxes 
are prohibited to the lattei Thus, m the USA the states are 
prohibited tiom laismg customs duties and in Austiaha, customs 
duties and excises aie exclusively allotted to the Fedeiation, whilst 
the rest ol the tax domain is common giouud The position of 
India in this lespect is unique The Act of 1935 avoids the 
question ot residual power by making three exhaustive lists . 
(1) Federal, (2) Provincial, and (3) Concunent (see Appendix I)). 
All unspecified subjects aie to be allocated by the Goveinor-General, 
but this will not give much power to the Centie seeing that the 
subjects unspecified aie so lew Hection 1U4 of the Act lays down 
that the Governoi-Geneial may by public notification empower 
either the Fedeial Legislation or a provincial Legislature to enact 
a law with inspect to any mallei not enumeiated in any of the 
lists in the Seventh Schedule to the Act or to impose a tax oi 
duty not mentioned in any such list, and the executive autlionty 
ol the Fedeiation or ot the piovmce, as the case may be, shall 
extend to the administration ot any law so made, unless the 
Governoi-Geneial otheiwise directs. It is expressly provided that 
in the dischaige of this function the Governor-General shall act in 
his discretion 

In times of emeigency, the Federal Government will have 
power to levy suichaiges on income-tax and on the taxes 
mentioned in Section ]37 (commercial stamps, succession 
duties, terminal taxes, and taxes on railway fares and 
freights). 
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§5. Borrowing 

The Act of 1935 lias also enlarged the powers of the provincial 
Governments m lespect of boriowing, as we shall see in the next 
chapter. Section 101 terminates the power of the Secretary of 
State to raise money on the security of the revenues of British 
India, except that dining the tiansition penod (fiom the time when 
Provincial Autonomy begins to the time when Federation is in¬ 
augurated) lie will still ha\e power to bonow in sterling under 
certain conditions (S 315) Section 102 authotizes the Federal 
Government to bonow on the secmity of the fedeial revenues, 
within such limits as may lie fixed from time to tune by an Act of 
the Fedeial Legislation Section 103 gives similar {lower to the 
ptovincial Governments to borrow on the security of the piovincial 
levenues; hut without, the consent of the Federal Government, a 
province may not bonow outside India, noi nnse any loan if 
there is still outstanding any pait of a loan made to the piovince 
by the Federation [Section 103 (3)] It is provided that the 
Federal Government shall not withhold such consent without suffi¬ 
cient reason. Fven aitci Fedeiation is inaugurated, the Federal 
Government may, it it, so decides, lend to a piovince oi state, or 
guarantee a loan laised by a piovince oi a state (Section 165). 

§0. Financial Control 

By the Vet of 1935 tlie euntiol of the Secietaiy of State over 
the finances of India has been hugely lelaxed and most of Ins 
forme) financial poweis ate now vested in the Fedeial and Pro¬ 
vincial Legislatures Accoidingly the \t t lias laid down the main 
lines of financial pioeedure in both the Fedeial and the Provincial 
Legislatures 

All estimates of leeeipts and expenditure of the Fedeiation 
will be placed annually before the Federal Legislature. But 
estimates relating to the following items which are to be ‘ chaiged 
on the revenues of the Fedeiation’ will not be submitted to the 
vote of the Fedeial Legislatme (Section 33 (3)] . 

(a) The salaiy and allowances of the Govemoi-Geneial and 
other expenditure relating to Ins office foi which provision is 
required to be made by an Ordei in Council. 

(b) Debt cliaiges for which the Fedeiation is liable, includ¬ 
ing mteiest, sinking fund cliaiges and ledemption charges, and 
other expenditure relating to the raising of loans and the service 
and redemption of debt 

(c) The salaries and allowances of ministers, of counsellors, 
of the financial adviser, of the advocate-general, of chief-commis¬ 
sioners, and of the staff of the financial adviser. 

( d ) The salaries, allowances and pensions payable to or in 
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respect of judges of the Fedeial Court, and the pensions payable 
to or m respect, of judges of any High Court. 

(«) Expendituie for the purpose of the discharge by the 
Governor-Genetal of his functions with respect to defence and 
ecclesiastical affairs, his functions with lcspeet to external affairs 
in so far as he is by or under this Act required in the exercise 
thereof to act m Ins discretion, his functions in or m relation 
to tribal mens, and his functions in relation to the administration 
of any ten dory in the dneetion and confiol of winch he is under 
this Act lequued to act m his discietion provided that the sum 
so charged in any year m lespecl of expendituie on ecclesiastical 
affans shall not exceed forty-two lakhs of mpees, exclusive of 
pension chaiges 

(/) The sums payable to His Majesty under this Act out of 
the revenues of the Fedeiation in lospect of the expenses incurred 
in dischaigmg the functions of the (down in its lelations with 
Indian states. 

(<p Any giants fm pm poses connected with the administra¬ 
tion ot any aieas m a j>io\nice wliudi are foi the time being 
excluded areas 

(h) Any sinus requited to satisfy any judgment, decree or 
award of any eouit 01 aibitt.il tribunal. 

(t) Any other expenditure deelaied by tins Act or any Act 
of the Fedeial Legislature to lie so charged 

There is, howevei, nothing to prevent the Legislature from 
discussing the estimates lot the above items except those coming 
undei (a) and (/) Estimates on all votable items will be sub¬ 
mitted in the ioim ot demands fot grants to the Fedeial Assembly 
and theicattei to the Council ol State and eithei Chamber may 
assent or refuse to assent to any demand When the Federal 
Assembly i el uses to assent to any demand, that, demand will not 
be submitted to the Council ol State, unless the Govei noi-General 
so duects If tlie two Chambeis differ with respect to any demand, 
there will lie a joint sitting to decide the point, at issue (Section 34) 

Jf tlie Legislatme does not, assent to a demand foi a grant or cuts 
down the amount of the grant, the Goveinor-General may restore 
if, if m Ins opinion (he refusal or reduction would affect the due 
discharge of any of his special responsibilities (Section 35) The 
schedule of authonzed expendituie authenticated by the Governor- 
Geneial will then be placed befoie both the Chambers, but will 
not be open to discussion or vote. 

A Bill making provision (a) for imposing or increasing any 
tax, or ( b ) for legulatmg tlie borrowing of money, or (c) for 
declaring any expenditure to be expenditure charged on the 
revenues of the Fedeiation, cannot be introduced or moved except 
on the recommendation of the Governor-General Further all 
financial Bills must be first introduced in the Federal Assembly 
and not m the Council of State (Section 37). 
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The procedure to be followed by the Provincial Legislatures 
in financial matters is in most points similar to that described 
above. Where there are tw T o Houses, the upper House (Legisla 
tive Coun’cil) does not vote on demands for grants but discusses 
the budget in general. Certain items, including the salaries and 
allowances of the Governor, Ministers and High Court Judges and 
the expenditure connected with the administration of excluded 
areas, are not votable The Governor is also empowered to 
authenticate any demand for grant thrown out or cut down by 
the Legislative Assembly, if in his opinion it is essential for the 
discharge of Ins special responsibilities But the maintenance of the 
financial stability of a piovince is not one of those special respon¬ 
sibilities. Where there are two Houses, financial Bills must be 
first introduced in the lower House X s slab Bill can be intro¬ 
duced except on the recommendation of the Governor (Sections 
78-82); m other words such Bills can onlv he introduced on the 
responsibility of the Rxecutive 1 

It will be noticed that the items ‘ charged on the revenues ’ 
are analogous to the payments charged on the Consolidated Fund 
in the United Kingdom, which are not voted annually hv Parlia¬ 
ment. The pmicipal difference is that the ministers’ salanes are 
charged on the levenues and theieiore non-voted in India There 
are special reasons foi charging this item on the revenues 2 3 


P 


1 White Paper, Proposal SI, Joint Select Committee Report , vol I. part I (1934). 

81 

3 Joint Select Committee Report, loc eit . p 82 



CHAPTER XXXI 


FEDERAL FINANCE : AN ESTIMATE 

§1. The Theory of Federal Finance 

The theory of federal finance is still in its infancy. Although 
two of the principal federations have been in existence for more 
than a hundred years, we have not yet acquired sufficient expe¬ 
rience of the working of federal finance to be able to lay down 
general principles with much certainty. The finances of the exist¬ 
ing federations were subjected to a veiy severe strain under the 
new economic conditions that resulted from the Industrial 
Revolution and the emergence of a world economy The great 
American Federation began with the theory that the Federal 
Government and the States must have independent sources of 
revenue, each lowing taxes in its own light and not drawing on 
the resources of the other The Federal lesources were understood 
to be strictly limited to ‘indirect’ taxes; direct taxes were also 
leviable by the Federal Government, but. under Section 2 (3) of the 
Constitution the proceeds had to he apportioned to the several states 
according to population When the financial functions and needs 
of Federation expanded after 1900, federal revenues became in¬ 
adequate and finally the Sixteenth Amendment was passed in 
1913 empowering Congress to levy and collect direct taxes for 
fedeial purposes Further, in spite of the insistence by (he states 
on their financial independence, federal aid has become a common 
feature, as has alieadv been shown Tims the system of complete 
segregation of resources, which the Germans call Trcnnsystem 
(separation system) broke down, and a mixed system (Muchsystem) 
of fedeial finance has been grafted on to it. That is to say, both 
the Federal Government and the states have ceitain independent 
resources and in addition both impose separately in their own 
right ceitain taxes of the same kind (e g income-tax, excises) 
The framers of the Canadian and Australian constitutions benefited 
by the experience of the IT.8 A and adopted a. more or less mixed 
system The mixture, however, is more in evidence, in Australia 
than in Canada A mixed system may he either one of ‘ con¬ 
currence ’ or one of ‘contact’. In other words, both the Federal 
Government and the states may be allowed to collect the same 
tax, each having its own rates and collecting agency; or one 
Government may collect the tax and distribute a part of it to the 
other Government as an assignment or m any other form. The 
‘ concurrent ’ system has been in operation, notably m the U.S A. 
and in Australia in regard to income-tax, but it has led to 
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conflicting jinlsdictions, and other difficulties, and therefore the 
system now favoured is that of ‘ contact The need for an 
independent tax domain for the Federation and the units still 
remains, ’but there must in addition be some balancing factors 
which would provide for the adequacy and elasticity of resources. 
It has also been found advisable to allot these ‘ balancing ’ taxes 
to the Federal Government for legislation and administration, so 
that the rates may be uniform as between the different states. 

Tt is clear that the system embodied in the Act of 1935 has 
been drawn up in the light of the principles enunciated above. 
The Act of 1919 aimed at the principle of ‘ independence ’ or 
‘separation of resources’, owing largely to the discredit into 
which the system of ‘divided heads’ had fallen, but as 
this would have produced a permanent deficit in the central 
budget, provision had to be made for provincial contributions. 
Experience showed that an ‘ independent ’ system was not likel> 
to produce adequate resources permanently for both parties With 
a view to making the provincial finances elastic and creating an 
incentive for the provinces to co-operate in improving the revenues 
collected by the cential Government, it was decided after mature 
deliberation to disinbute the vield of ceitain taxes between the 
central Govcrnpient and the provinces This is indeed a partial 
return to the system of ‘divided heads’, hid it is hoped that it 
will work more satisfactorily, now that it is accompanied by 
provincial autonomy. 

A novel feature that has been added to the svstem of federal 
finance by the Act of 1935 is that in the case of taxes the pro¬ 
ceeds of which are to be distributed to the provinces in full, both 
legislation and administration are to be vested in the Federal 
Government This gives the provinces an incentive to nourish 
those revenues, and the Federation will he able to levy surcharges 
in times of need; troublesome conflicts of rates and laws are thus 
avoided. 

In some federations the residual power of taxation is vested 
in the states fas in the U S A and Australia!; and in others (e g 
Canada) the Federal Government is the residuary legatee Tt does 
not follow, however, that vdiere the states have the residual power, 
their resources are greater The enumerated taxing powers of the 
Federal Government mav be large, as in Australia, and thus the 
residue left to the states mav be only a meagre one. The framers 
of the new Indian Constitution have benefited by the experience 
of federations elsewhere, and have carefully delimited the respec¬ 
tive tax domains of the Federation and the units They sought 
to introduce an element of elasticity by marking off certain taxes 
for the joint benefit of both Governments, but wisely vested the 
taxing power in the Federation. Section 104 vests in the 
Governor-General the power to allocate any residual item, but as 
both Governments have fairly extensive independent fields allotted 
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to them, tins residual power stands on a different footing from 

that m Australia and elsewhere. 

Some critics hold that m the new financial system of India 
the Federal authority will he unduly powerful Sortie of the 
features mentioned above may seem to justify this criticism, but 
we have to remember m this connexion that the whole function 
of defence is vested in the Federal Government; and it is essential 
that that Government should have full discretionary power to 
raise additional revenue m times of emergency. Further, the 
fundamental leason for prescribing that the balancing taxes should 
be levied and collected by the Federal Government is not a desire 
to enhance the power of that Government but the desire to avoid 
the inconveniences which would otherwise result Where there 
are concurrent powers of taxation, the conflict of federal and 
state laws often leads to considerable litigation This has been 
the experience of Australia, especially in regard to the income-tax; 
the Royal Commission on Australian Taxation (1021) condemned 
the system us unsuitable, and recommended the federalization of 
income-tax The India Act of 1005 has therefore wisely guarded 
against possibilities of such a clash between the Federation and 
the Units As will he shown presently, a financially prosperous 
Federal Government is essential foi the unity and strength of 
India, and it would have been most injmious if anything like a 
residual power had been granted to the provinces 


§2. The Needs of the Federal Government 

Two important assumptions are generally made by those who 
criticize the financial pow'eis vested in the Government of India 
by the Acts of 1919 and 1935, namely (1) that the needs of 
the Federal Government are ‘stationary or falling and (2) that 
the revenues of that Government are expansive 1 Neither of 
these assumptions is true, so far as one can judge from the existing 
circumstances 

The needs of the central Government might have remained 
stationary had their functions been confined to external defence 
and internal security, but the Centre will have to perform impor¬ 
tant functions connected with economic development and social 
welfare 

In the olden days when transport was slow and economic life 
functioned in narrow spheres, defence was the only large function 
of Federal Governments; but today economic life is functioning 
on a world scale and each country has to maintain a unified and 
co-ordinated economic policy This is as true of federations as 
of unitary states, and is illustrated by the experience of the United 

’ Both these assumptions were made by the critics of Ihe ‘ Meston Settle¬ 
ment and even by the Simon Commission and vanous committees of the Bound 
Table Conferences. 
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States, Canada, Australia and other federations. In those coun¬ 
tries in spite of the jealous safeguarding of ‘ states’ rights ’, federal 
aid and direction have increased in recent times and are likely to 
continue to increase in future. 

In this country the need for federal co-ordination and formula¬ 
tion of policy must he regarded as even more urgent than in 
the other countries mentioned above, because of the powerful 
centrifugal forces resulting from the existence of units which are 
very dissimilar and fiom (he conflicting interests of various 
economic groups in the land In a heterogeneous cnunfiy like 
India, the operation of ceitain uniform economic policies is 
essential for orderly progress. Further the existence of backward 
tracts and units with inadequate finaii' lal resources necessarily 
entails a heavy burden on the Federal (ijveimiient The North- 
West Frontier Province, Orissa and Sind will need subventions 
from fedeial revenues for a long time to uiiiie and, having created 
these provinces, the central Government, has a dutv to give them 
a fair start The poorer of the existing provinces—^ssam, Bihar, 
etc —also have to be helped, as alieady explained 

External relations and eomineiee are the most important 
responsibilities of the central Government Hitherto India’s 
foreign lelations have been hugely managed bv the United 
Kingdom and tnerefoie did not involve any large expenditme, 
hut, as India’s political status rises, the exjienditnre on external 
relations is also hound to increase Commercial policy has not 
worried the Government of India veiy much till lately, hut the 
trend of developments abroad and the economic aspirations of the 
people at home have already made a moie energetic commercial 
policy necessary 

Education, public health, agriculture and industries are pri- 
mauly provincial subjects, but, if these impeltant nation-building 
agencies are to produce the greatest possible benefits in seivice to 
the public, suitable policies must be formulated m main respects 
on a more or less all-India basis 1 Research must piovide the basis 
for policy, and research is most effectively earned out under the 
direction of the Federal Government For successfully launching 
certain policies m which the whole country is interested, the 
Federal Government will have to make grants to the piovinees 
In regard to the above social services, therefore, the Federal 
G-overnmetit will have to ariange foi leseareh, formulate policies 
and make grants to the provinces. 

Those who look forward to a reduction in central expenditure 
base their hopes on a substantial reduction in military expenditure. 
It is true that the expenditure on defence expanded largely during 
the War. It rose from Rs ‘29-84 crores m 1913-14 to Rs. 81-76 


1 See, for instance, the Report of the Hartog Committee (1929), which says 
that the divorce of the Government of India from education has been unfortunate, 
p 346, 
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crores in 1920-1 (net). But since then the expenditure has fallen 
largely It stood at Rs 55-10 crores in 1929-30, and fell to 
Rs 44-38 crores in 1934-5 It must be remembered that the 
rapid fall in defence expenditure after 1930 was due to' the slump 
and to emergency measures of a temporary character; both Sir 
George Schuster and Sn James Gngg warned the Legislature 
that the present figure ‘ could not be regarded as a new permanent 
level of defence expenditure ’ 1 The same opinion was held by 
Sir Robert Cassels, and was confiimed by the findings of the 
financial expert, Sir Otto Niemeyer It is possible that new ways 
of economizing may be discovered in future, but one fears that 
such savings will be absoibed in greater expenditure on aerial and 
naval defences As India obtains a higher political status, the 
burden of defence is likelv to increase rather than diminish. Nor 
is there any near prospect of general disarmament The menace 
of war is growing, and our defence expenditure has already gone 
up slightly. 

Taking all the above circumstances into account, one is 
inclined to agtee with Sir Otto Niemeyer’s conclusion 1 that 
expenditure at the Centre cannot be expected consistently with 
safety to decrease much below the point to which it. has now been 
reduced ’. 


§3 T//c Revenue )? of the Federal Government 

Critics of the ‘ Menton Settlement’, including the Simon 
Commission, have held that the levenues of the central Govern¬ 
ment are expansive This was perhaps true in the decade 1921-30, 
but it is no longer tine, partly because some of the clastic sources 
have been made divided heads and partly because of important 
changes in the general natnie of Indian production and trade Tn 
future import duties and revenue from certain Commercial 
Depot tments (Railways, Posts and Telegraphs) will be exclusively 
Federal sources of revenue Tt is true that these expanded greatly 
between 1921 and 1930, but these are precisely the revenues liable 
to fluctuate with the phases of the trade cycle and are not likely 
to show anv marked secular upward trend in future 

Customs revenue increased from Rs 17 crores in 1914 to 
Rs 34 crores in 1921-2 and to Rs 50 rrores in 1929-30 No doubt 
this was partly due to the increases in lates, hut it was also due 
to the expansion of external trade during the period But though 
between 1930 and 1932 the value of external trade of India fell 
bv one-half, the revenue has nevertheless been maintained by the 
imposition of heavy emergency surcharges When those are 
removed, there will be a dwindling of revenue unless some other 
compensating factor begins to operate in the meantime. The fall 
in customs duties has not been due merely to the dislocation of 


1 Budget Statements for 1934-5 and 1935-6. 
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trade resulting from the economic depression, but lias been caused 
by the greatly increased production in India of articles which were 
formerly imported. The striking growth m the internal produc¬ 
tion of cotton piece-goods, sugar, matches, iron and steel, and 
cement has already been dealt with in Chapter XXVTII. The 
steep fall in the customs revenue resulting therefrom lias also been 
shown. The most striking case is that of sugar, the customs 
revenue from which fell from Rs. 10-68 erores in 1930-1 to only 
Rs. 44 lakhs in 1930-7 The revenue from the imported cotton 
goods has also largely declined Indian production is crowing fast 
and, although impoitation mav not cease altogether, no large 
revenue from the above items can he expected in future When 
imports diminish, exports are also hound to fall, and therefore the 
contraction of import revenue may lead to a contraction in the 
revenue from export duties also Further, Tndia has to take into 
account the increasing number of nnpoit quotas and other restilo¬ 
tions in foreign countries It is true that when some items of 
imports decline others mav increase, but the glowing demand m 
Tndia for protection makes the future of the customs revenue 
uncertain If the country insists on having high all-round protec¬ 
tion, it must, be prepared to saenfiee the hulk of the customs 
revenue and find alternative sources 

There have already been efforts to make up for the loss of 
customs revenue by imposing fresh excises, hut it will he some 
time before the central excise revenue expands into a maior 
source To raise a large revenue from nascent industries is no 
easy task; further, the new excises mav have tn he shared between 
the Centre and the provinces The income-tax yield will certainly 
benefit bv increased production m the countiv. hut the Federal 
Government will lereive onlv a portion of it in future 

The other important Federal source, namelv revenue from 
certain Commercial "Departments, has largeh contracted in recent 
years as shown in the last ehaptei "Between 1921 and 1929, 
the non-tax revenues of the central Government ("of which the 
net receipts fiom the Commercial Dopaitments are the principal 
single item) brought in Rs 20 mores annually, hut since 1930 
there has been a land-slide Tn 1933-4 and 1934-5 these revenues 
came down to about Rs 6 erores The principal levemie-vielding 
Commercial Depaitment is the Railway Large revenues accrued 
to the statp from this source dining and aftpr the War 
and, after the Railway budget was separated from the central 
budget, the annual contribution came to between Rs 5 and 
Rs. 6 erores But since 1930-1 not even the fixed contribu¬ 
tion to general revenues has been paid, and a large deficit (Rs. 32 
erores up to 1934-5) has been accumulated Nor is this merely 
due to the trade depression. It is largely due (o competition from 
road transport and to the reduced demand for imports resulting 
from increased home production. When large quantities of rice 



41‘2 


FEDERAL FINANCE IN INDIA 


and jute were exported, and the interior parts of India freely 
absorbed imports of cotton goods from Lancashire and sugar from 
Java, the Railways were able to make large profits and contribute 
liberally to the central revenues. But when the exports fell and 
home-produced goods replaced linpoited goods, the demand for 
railway transport diminished Internal trade has indeed increased 
and continues to increase, but. load motor transpoit carries a good 
part of that trade and this is likely to continue. Railway revenues 
have lately improved slightly, but, unless there is a radical 
reorganization, no substantial improvement is likely 

The Government of India foimerly had a large revenue from 
monopolies. Opium brought, in Rs 10 crores in 1880 and Rs 9 
crores even in 1910, but it produces hardly half a crore to-day 
The revenue from salt is considerable at present (Rs. 8-18 crores 
in 1935-0); but this high figure is due to certain temporary 
influences A strong political party in the country views this tax 
with disfavour and would like to see it loweied In view of 
this sword of Damocles hanging ovei its head, one cannot even 
hope that the revenue from salt will be maintained at its present 
level 

It is possible that some savings may be realised in future 
from debt conversions, but such savings should be used for making 
a more adequate annual contribution for the redemption of debt 
than the present leduced figure of Rs 3 croies, which Sir Otto 
Niemeyer considered inadequate 

There is no doubt that the increase of industrial production 
and the growing internal trade will increase the yield of the 
income-tax, the new excises, stamps, registration fees, etc. But 
some of those sources aie entirely provincial and others are ‘ divided 
heads’. The provincial Governments’ tight to lew sales taxes 
may he used to the detriment of certain central taxes, and this 
fear has already materialized (vide infra) Judging from certain 
indications, it is possible that the whole trend of economic 
development in future mav he in favour of the provinces. When 
economic internationalism flourished, Tndia was linked to it as 
a prnuaiy producer and as a steady consumer of sugar, textiles 
and iron goods; but todav, with the growth of economic self- 
sufficiency in most countries, India’s position in the world economy 
is undergoing a radical change The demand for India’s primary 
products abroad has shrunk; India’s demand for cloth, sugar, 
iron goods and other manufactured goods from outside has also 
greatly diminished In the days when foreign trade loomed large, 
customs revenue had a wide scope, but now that machinery and 
a few luxury goods have become the principal imports, the scope 
for levying import duties is naturally very limited The central 
Government can indeed impose excises, but it will take time and, 
when they increase, the provinces will demand a share of the 
proceeds. Thus while the industrial development of India depends 
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very largely on central policy and dnection, the increase m tax 
yields due to industrial progress will partly go to the provinces. 
The Tariff Acts, which have made the industrial development 
possible, may turn out to be ‘ self-denying oidinances ’ so far as 
the central Government is concerned. 

Thus, although the financial provisions of the Act of 1935 may 
appear unduly favourable to the .Federal Government, those provi¬ 
sions are in reality essential foi enabling it to inciease its revenues 
in times of emergency. Such provisions do not weaken the federal 
aspect of the new financial system, and they are absolutely neces¬ 
sary if the Federation is to function piopeilv 'They embody the 
quintessence of the financial experience ol many long-established 
federations. 


§4 Subventions anil (Iranis' 

As already shown, the Government of India have lately adopted 
the policy of making giants and subventions to the provinces The 
subventions ate given to help the provinces which could not 
reasonably be expected otheiwise to balance their budgets, but 
the grants fot schemes of iui.il mipiovement and toad develop¬ 
ment aie intended to enable the piovmces to cany out schemes of 
national importance for which they cannot ptovide adequate funds 
themselves, and they may become a permanent feature of the 
financial system of India 

Grants and subventions to the, units have been in vogue in 
most federations and it would be wise on out pint to benefit by 
then' expel lence In Austialia, while the Commonwealth has 
adequate lesomces including the exclusive powei of customs and 
excise taxation and concurient poweis in direct taxation, the 
tevenue of the states is inadequate, and therefore provision has 
been made in the constitution foi annual subsidies fiom the federal 
revenues. Generally these subsidies have been distributed on 
the basis of population The system of subsidies per head of 
population gave rise to much dissatisfaction among the less popu¬ 
lous, but developing stales, and the Roval Commission on Austra¬ 
lian Taxation 2 condemned it In 1927 the subsidies per head were 
abolished A Commission appointed m ]933 inquired into the 
complaints of the discontented states and dining the last two 
years subsidies have been distributed according to the recommen¬ 
dations of this body 

Judging from the working of federal subsidies and grants in 

1 The teun ' subvention* ’ is generally used to mean aids given, without 
strictly specifying the puipose, while grants aie made foi specific purposes 

1 ' The state, which has the largest population, is most advanced in its develop¬ 
ment and has, therefore, the, fewest problems to solve, will progressively receive 
more and tnoie from the Commonwealth, while states like Western Austialia 
with small populations and gteat developing pioblems, will fare the worst ’ (Bruce, 
Prime Minister) See R C Mills, Economic Record, May 1928, p 7. See also 
Adarkar, op. cit , pp 145-8. 
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Australia and elsewhere it is possible to formulate certain basic 
principles Generally, it is inadvisable to allow one authority to 
spend the revenue that another has raised. Such a system neces- 
sanly weakens responsibility and encourages extravagance. But 
subventions may be necessary in the case of units which are 
financially embauassed owing to special causes, and tlieie is some 
justification for subventions m the case of units which cannot 
normally provide for a minimum standard of social seivices. Some 
precautions, howevei, are necessary in granting such subsidies 
Firstly, the states seeking assistance must make the utmost effort 
to get over financial embanassnients, as otherwise financial res- 
ponsibility may be impaired Secondly , such subventions should 
not aim at equalizing the scales of expenditure in the different 
units Seveial provincial Governments in India put forward 
claims foi subventions on (lie giound that then expenditure per 
head of population undei vanous heads was much lowci than that 
in othci provinces, but it is futile to expect absolute equality m 
scales of cxpenditiue between diffeient paits of a sub-continent 
like India Expenditure standards ate bound to vary with econo¬ 
mic and social conditions As Bn Otto Niemeyei pointed out, 

in any countiy of (lie size of India there must inevitably be 
substantial dilfeiences in the standard of administrative needs and 
possibilities |ust as tlieie ate in othci aie.is ol the same size in 
the lest of the world or, for that mat1 01 even in smaller units ’ 
But a diffeient sot of punciples must guide the distnbution 
of giants The interests of the whole country leqime that ceitam 
social services like roads, budges and public health an alignments 
should be maintained in all pails on a fanly umfonn standard, 
and tlietefoi’c the fedeial authontv may giant funds for such 
specific purposes, hut those, funds should be expended m the 
manner appioved by that autlioiity Such giants aie intended to 
supplement piovmcial for slate) expenditure Thus, in the 
USA, grants aie made to the Slates in aid of expenditure on 
highways, vocational education, maternity and infancy hygiene, 
etc In most cases tlieie is an obligation on the pait of the states 
to match the ‘ Fedeial dollar i e the state is requited to piovide 
a sum equal to the giant for the same object. Federal aid has 
lately assumed huge proportions in the U S A.; it, rose from 
$12 I) millions in 1915 to $137 millions m 1927 Similar grants 
aie made in Canada and Australia also 1 

The leal difficulty about these grants is that they involve 
interference by the Federal Government m the spheie of adminis¬ 
tration reseived for the units Even in the United States where 
states’ lights ’ aie jealously guarded by a free people, the recent 
meiease of grants has led to a large extension of federal control 
Nonetheless, federal aid is tolerated by all and even welcomed by 


1 Sea Adarkar, op. cit., pp. 73-4, 121-4, 133-5. 
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some, because it enables the more backward states to raise their 
standard of administration above what they would be able to main¬ 
tain with their unaided resources. 1 The mode of distributing 
these gtants has been a matter of controveisy in most fedeiations. 
On the whole the population basis is perhaps the best, but when 
the grant is meant for a special pm pose connected with agricul¬ 
ture the lural population alone should be taken into account 
In India grants fiom the cential Government to the piovmees 
were an annual feature of the cential budget between WOO and 
1919, but with the mtioduction of the Montagu-Clielmsford 
Reforms theie arose a conviction that, if piovincial autonomy was 
to be real, the provinces should not lie dependent on the central 
finances, and the pi active of giving giant 1 - to the piovmees ceased 
foi some years To make the piovmees dependent on central aid 
lor a large part of then lesomees would, no doubt, mean weaken¬ 
ing their autonomy and the incentive to economy, but m the 
interests of the harmonious development of the < ountry it is 
essential that the provinces should he helped in pushing on schemes 
of development in such matteis as cilia at ion. public health and 
loads, m which the whole eoimliv is mleiesled It is hue that 
the practice of giving such giants undci llu* centralized system 
of government before 1921 was not a siucess, hut it- should vvoik 
better in a federal system, d suitable pieeautions aie taken Fiom 
certain statements of Sn James Grigg it is cleai that such pie- 
caut-ions are being taken If piopeily employed, fedeiul aid will 
become an adjusting tactoi ot gieat utility in the relations between 
the central Government and the units, and will he a most valuable 
agency for ensuring a national minimum o( economic w elf me to 
the masses in this country 


1 MacDonald, Federal Aid, p 12 



CHAPTER XXXII 


INAUGURATION OF PROVINCIAL AUTONOMY 

§1 The Nwnipyer Enquiry, 1936 

We will now pioceed to consider the arrangements made for 
implementing the Government of India Act of 1935. It was clear 
to Parliament that the success ot the Refoimw would depend vciy 
largely on the financial position ot the Governments in India 
Having regaid to the lecturing deficits of most of the provincial 
Governments from 1931 and the uncertainties legardmg recovery 
from the depiession, it was decided that befoie giving effect to 
Pait 111 of the Act (Ihovmtial Autonomy), theic should he an 
expert inijiuiy into the financial [xisition ol the piovinces, the 
special assistance lequned by each, and the tune and mode of distn- 
buting the jaovincial shatc of the income-tax In Jannaiy 1936 
Bji Otto Niemejei was ap|>omted to conduct this itk|uii y; after 
making investigations in India, he made his leport on 6 Apnl 1936. 

Two principal objects were held in view by Sir Otto, namely 
(1) maintaining the financial stability and ciedit of the Govern¬ 
ment of India, and (2) staitmg the piovinces on their autonomous 
cateeis on 1 an e\en keel He realized at the outset that the 
cential revenues vveie not so expansive as was often assumed, and 
that the cential expenditme could not be expected to fall sub¬ 
stantially Tt was theiefore not possible for the central Govern¬ 
ment to make huge subventions to the piovinces, noi weie such 
subventions necess.uy foi many of them Ceitam piovinces weie 
financially emh.n t.issed, and it. was netessaiy to improve their 
position so as to give them ;i fan start when inaugmating provincial 
autonomy The newly cieaied piovinces would obviously need 
help, but the pooiei ol the older provinces also deserved some 
consideration 

After taking the financial difficulties into account, relief was 
found necessary foi the following provinces to the extent stated . 
Bengal, Rs. 75 lakhs, Bihar, Rs 25 lakhs; Cential Provinces, 
Rs 15 lakhs, Assam, Rs 45 lakhs; the Noith-West Frontier Pro¬ 
vince, Rs. 110 lakhs, Orissa, Rs 50 lakhs, Bind, Rs 105 lakhs; 
the United Piovinces, Rs 25 lakhs 1 (for five years) thus making 
a total of Rs 4-50 mores In addition certain non-recurring grants 
amounting to Rs 24 lakhs (Orissa, Rs 19 lakhs. Bind, Rs 5 lakhs) 
were also considered necessary Borne of these provinces had 
already received subventions to a total of Rs. 2-58 croies in the 

1 Relief to the United Provinces is duo to immediate difficulties and will be 
temporary. 
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budget for 1936-7 (North-West Frontier Province, Rs. 1-00 crore, 
Orissa, Rs. 50 lakhs, Sind, Rs. 1-08 crores). Further provision had 
therefore to be made to the extent of Rs. 1-92 crores for recuiring 
grants. In view of the expected loss of about Rs. 2'5 crores due 
to the separation of Burma, the new burden is a heavy one for 
the central Government, but an expansion of the cential revenues 
maj be expected to make up for this. Further a reserve fund 
of Rs. 2 crores was constituted from the estimated surplus of 
1935-6. Thus it was considered that the establishment of Pro¬ 
vincial Autonomy would involve the maintenance of at least the 
present tax-burdens, unless economic conditions improved more 
rapidly than hitherto. 

Sir Otto recommended that assistance should be given to the 
provinces in three ways • 

1. Cancellation of debt The net debt 1 incurred prior to 
1936 by Bengal, Bihai, Assam, the North-West Frontier Province 
and Orissa and in the case of the Central Provinces all pre-1936 
deficit debt plus approximately Rs 2 crores of pre-]923 debt was 
to be cancelled. 

2. Distribution of a further 121 pei cent ot the export tax 
on jute to the jute-growing provinces, thus laising the piovincia! 
share to 62^ per cent of the estimated gross yield of the duty 
On the yield in 1936-7 (Rs 3,80 lakhs), the increase in the share 
of the jute-growing provinces will be as follows Bengal, Rs. 42 
lakhs; Bihar, Rs. 2$ lakhs; Assam, Rs 2^ lakhs; Onssa, rather 
over Rs \ lakh Sir Otto, however, did not admit that the jute- 
producing provinces had any special claim to the proceeds of this 
duty. He justified his recommendation not by any such inherent 
right of those provinces, but only on the ground that thev stood in 
need of financial assistance 2 

3. Annual cash subventions to supplement the other two 
forms of aid : United Provinces (Rs 25 lakhs for 5 years only), 
Assam (Rs 30 lakhs), Orissa (Rs. 40 lakhs), North-West Frontier 
Province (Rs. 100 lakhs, subject to reconsideration after five years), 
and Sind (Rs. 105 lakhs to be reduced by stages after ten years) 
Total • Rs. 3 croies 

1 l e after setting off certain balances 

On the claims of the jute-producing provinces, Sir Otto Niemeyei writes ‘ Id 
my opinion, it is doubtful whether the argument that the incidence of this parti¬ 
cular duty falls wholly on the producer can be maintained No concrete statistical 
proof of this contention has been produced, and even if such proof could be pro¬ 
duced for a specific date, it may be doubted whether it would be valid in all the 
circumstances of a changing market Nurlhcr, even if the argument weie com¬ 
pletely sustainable, it would not bo conclusive on the question whether or not 
the community as a whole in India was entitled to lap this somee of revenue 
as it must in fact tap other sources of icvenue of unequal piovenance among the 
diffeient paits of India. No somee of revenue, whether customs, excise 01 income- 
tax, can in fact in any country be derived equally from all paits of the country 
alike, rich and poor, industrial and agricultuial. In so far as a ilaun may be 
put forward on the ground that the taxable capacity of Bengal is limited by the 
incidence of this duty, that is a claim not so much to this particular duty as to 
financial assistance generally ’ (Report, pp 9-10) 

27 
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No subventions were recommended for Madras, Bombay and 
the Punjab, and no part of their debts was cancelled; but Madras 
got an annual relief of about Rs. 22 lakhs through the .separation 
of the Onya-speaking tracts. The annual relief to Bombay 
through the separation of Sind amounted to about Rs 90 lakhs. 
It is tiue that the budgetary position of these provinces, especially 
Madras, is strong in spite of the depression, but it must be remem¬ 
bered that in the case of Madras in particular it was by the 
practice of thrift, or even niggardliness, that the province was 
able to keep its budgets balanced. It is a legitimate criticism that 
by treating more generously the provinces that went on borrow¬ 
ing extravagantly without raising adequate revenue, the central 
Government have penalized thrift and encouraged extravagance. 
It is, however, essential to give every province a reasonable chance 
of making a real success of provincial autonomy, and so the dead 
wood inherited from the past has to lie cut out The thrifty pro¬ 
vinces may find some consolation in the hope that in future the 
fruits of their thrift will not be taken away from them. 

Such was the immediate relief which was to accompany 
provincial autonomy It then remained to consider the ultimate 
relief intended to be given to the provincial finances by distribut¬ 
ing to the provinces a portion of the proceeds of the income-tax 
under Section 138 (1) of the Act In view of the rigidity of the 
central expenditure, the decline of important sources of revenue 
like the railway contribution and the loss resulting from the 
separation of Burma, Sir Otto Niemeyer was unable to recommend 
anything more than 50 per cent, as the share of the income-tax 
to be distributed to the provinces. In order to arrive at the pro¬ 
vincial share of the net proceeds of the income-tax, various 
deductions have to he made from the gross revenues as follows : 

Rs. (crores) 


Gross revenue (1936-7 estimate) . 15'7 

After deducting the cost of collection and Burma’s 
share . . 13-6 

After deducting the corporation tax and the tax col¬ 
lections m central areas (1-75 crores) about 12 

Provincial share about 6 


Under Section 138 (2) (a) of the Act, it was necessary to 
prescribe the period during which a part of the provincial 50 per 
cent, share of the income-tax revenue was to be retained by the 
Federal Government and what that part should be Sir Otto 
thought that the Centre could be expected to consolidate its 
financial position within a period of five years and therefore 
recommended that the prescribed period be five years. As for the 
pait to be retained in each year, he found it difficult to prescribe 
any specific amount, seeing that economic conditions were in a 
state of flux. It seemed to him preferable to base the amounts 
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to be withheld on the realization of certain concrete facts—i.e. 
on the extent to which the income-tax revenue progresses and 
on the extent to which the Railways are able to achieve a 
surplus. He thought it was desirable to give both the central 
Government and the provinces an interest in securing these results 
and a share in the improvements if and as soon as they were 
achieved. Thus the amount to be letained by the central Govern¬ 
ment in a year duung the prescribed period of five years should 
be the whole of the provincial share or the sum required to bring 
the proceeds of the 50 per cent share of the Centre together with 
the revenue from the Railways up to 13 crores, whichever was 
less. 

Under Section 138 (2) (b), duung a second prescribed period 
the Centre shall relinquish to the provinces by equal steps as 
much of the provincial share as it retains in the last year of the 
first period. Sir Otto found it hazardous to look so far into the 
future, but he thought it should prove safe to prescribe five years 
as the second prescribed period. Thus within ten years of the 
commencement of Provincial Autonomy, the provinces will come 
to enjoy their full share of the income-tax revenue However, he 
thought it necessary to add a word of warning to dissuade the 
provinces from mortgaging in advance their prospective additional 
resources. 

Finally, it had to be decided in what manner the provincial 
share of the income-tax revenue should be distributed. The two 
chief bases of division proposed were population and residence. 
Each province favoured the basis that would maximize its own 
dividend. Sir Otto thought that substantial justice would be done 
by fixing the scale of distribution. 

The scale of distribution has been fixed with reference partly 
to the residence of assessees and partly to population, ‘ paying to 
neither factor a rigidly pedantic deference for which the actual 
data provide insufficient justification On this basis the percent¬ 
age quotas of the various provinces were fixed as follows : Madras, 
15; Bombay, 20; Bengal, 20; United Provinces, 15; Punjab, 8, 
Bihar, 10; Central Provinces, 5; Assam, 2; North-West Frontier 
Province, 1; Onssa, 2; and Sind, 2. 

These recommendations were accepted by the British Govern¬ 
ment, and an Order m Council was accordingly issued on 3 July 
1936 (see Appendix E) In the case of Sind and Orissa, certain 
additions were made to the grants proposed for them. 


§2. The Financial Settlement with the Provinces 

On 1 April 1937, Provincial Autonomy uais inaugurated m the 
eleven provinces of British India Effect was given to Part III 
of the Government of India Act, which relates to the provinces. 
The government of these provinces thus passed to ministers 
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responsible to popularly elected legislatures. Not only law and order 
but the finances of the provinces thus came under the provincial 
Legislatures. That control is almost complete and the few restric¬ 
tions which still remain in regard to borrowing and certain non- 
votable items (chiefly the salanes and allowances of Governors, 
debt charges, salaries and allowances of the Ministers, High Court 
Judges, and the Advocate-General, and expenditure on the admini¬ 
stration of ‘excluded areas’) do not materially weaken the financial 
authority of the provincial Legislatures. The responsibility for the 
finances of the province lias been completely transferred to popu¬ 
larly elected representatives of the people. 

The principal changes that took place m the financial position 
of the provinces on the inauguration of Provincial Autonomy were • 
(1) consolidation of provincial debt, and (2) decentralization of 
provincial balances. .Reference has already been made (ch. xxvi) 
to the Provincial Loans Fund from which, after 1925, advances 
weie made to the provinces by the central Government. This 
Fund was financed from public loans, and interest charges to the 
provinces varied according to the rates that the Centre had to pay 
Even before the Act of 1935, the system disclosed serious defects 
and with the adoption of Piovincial Autonomy the whole proce¬ 
dure became mappropnate On 3J March 1937, the Provincial 
Loans Fund was wound up and all provincial debts to the 
Government of India (except those cancelled) were consolidated 
on the terms set foith in the Niemeyer Report. That is to say, 
the pre-Autonomy debt of each province was consolidated into a 
single debt catrying a nnifoun rate of interest In order that 
repayment should not impose too heavy a burden on the piovincial 
budgets, the period of repayment was fixed at 45 years Certain 
exceptions, howevei. were found necessary in regard to the Lloyd 
Barrage debt, some loans advanced to the Bombay Government 
and Its 10 crores of pie-1921 debt due from the Punjab. 1 

At the same time, the balances held by the Government of 
India on account of the various provinces were also transferred 
to them The central Government had been keeping not only 
the cash balances of the provinces, but their Famine Funds, 
Depreciation Funds, and unspent amounts of the Road and Rural 
Development Funds and othei resources assigned to the provinces 
in the past m advance of requirements. There were also various 
other deposits (such as interest-bearing State Provident Fund 
deposits, interest-free balances of municipal and other local autho¬ 
rities, depaitmental and judicial deposits, etc.) which were of an 
intrinsically local nature These, together with the liabilities 
attached to them, were transferred to the provinces concerned. 
These tiansfers were effected partly in the form of cash and partly 
as a reduction of debt. Fiom April 1937, every province must 


Budget speech by the Finance Member, Q7 February 1937. 
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maintain a minimum balance with the Reserve Bank and must 
also have cash in its treasuries. The decentralized balances were 
first utilized for these essential purposes. What remained was 
used to wjite off part of the debt due from the provinces to the 
Government of India. Sir Otto considered that this adjustment 
would mean a budgetary benefit to the provinces 

The practical results of the decentralization of balances and 
consolidation of debt may be made clearer by taking the ease of 
one province. Before 1 April 1921, the Government of Madras 
had incurred capital expenditure to the extent of Rs 8,75 lakhs 
for the construction chiefly of productive and protective irrigation 
works. Out of this amount, Rs. 47 lakhs was debited to the 
Government of Oiissa when that Government was constituted on 
1 April 1936. The balance on 31 March 1937 was Rs 8,28 lakhs 
Loans had also been advanced to local authorities and cultivators 
in the province from moneys advanced by the central Government, 
but these were repaid before 1937. Between 1921-2 and 1936-7, 
about Rs 13,53 lakhs was borrowed for the Cauvery-Mettur 
Project and other objects, and of this Rs 7,00 lakhs remained 
unpaid on 31 March 1937 The amount borrowed for the Cauvery- 
Mettur Project w'as to be repaid in seventy annual instalments 
(1936-2005), and the amount borrowed for other objects was to be 
repaid in fifteen annual instalments. Thus the debt position of 
Madras on 31 March 1937 was as follows 


T)elit due 
under the old 
arrangements 


Annual payment 
towards interest 
and principal 
m 1937-8 


1 Pie-1921 debt 8,28 19 

2 Post-1921 debt 

Cauvery-Mettur Project 6,10 90 

Other debt 89 37 

7,00 27 

Total .. 15,28 16 


28 12 (interest 
in perpetuity) 


59 55 
87 67 


The average rate of interest was 3-39 per cent on the pre-1921 
debt, 4'8l per cent, on the post-1921 debt and 4-04 per cent, on 
the whole debt. 

On 31 March 1937, the deposit balances to the credit of Madras 
(not including the general cash balance which was transferred in 
the form of cash) amounted to Rs. 7,71 lakhs. These balances 
were not handed over to the Madras Government but were adjusted 
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in reduction of tlm pre-1921 debt of Rs. 8,28 lakhs, leaving only 
Rs. 56-44 lakhs still outstanding on that account- Thus the total 
debt of Madras was reduced to Rs 7,56 lakhs. The average rate 
of interest on this debt w r as 4-71 per cent. The Government of 
India consolidated the amount into a single debt repayable over 
a period of 45 years, with interest at 4-50 per cent. Madras will 
have the option of redeeming between 1 April 1945 and 15 October 
1946, any part not exceeding one-half of the principal of this 
consolidated debt then outstanding The whole of it may be 
redeemed between 1 April 1960 and 15 September 1961. The 
annual equated payment towards the interest and principal of this 
consolidated debt is Rs 39-29 lakhs, payable m half-yearly instal¬ 
ments (15 September and 15 March). 

The interest payments on account of deposit liabilities trans¬ 
ferred (see above) amount annually to Rs. 16-43 lakhs. 

Thus, as a result of the consolidation of debt and decentraliza¬ 
tion of balances, the total debt charges for Madras in 1937-8 in 
respect of debt incurred before 1 April 1937 were Rs. 53*37 lakhs, 
when they would otherwise have been Rs. 87-67 lakhs. The 
annual benefit to the budget from these arrangements will, how¬ 
ever, gradually diminish till it reaches a very small sum, which 
will be completely offset by the new expenditure for interest on 
floating debt, together with the loss of interest on about Rs. 60 
lakhs required to furnish the working cash balances in the 
treasuries of the Province and the minimum balance to be main¬ 
tained with the Reserve Bank. 

Autonomy has brought new responsibilities Till 1 April 1937, 
the Government of India held all the cash balances in the Public 
Account for British India, and w^ere responsible for ‘ ways and 
means’ in the course of the year; that is, for arranging that 
the cash balances should be sufficient every day to meet all 
authorized payments and still leave the minimum balance in the 
Reserve Bank and necessary working balances in the treasuries. 
The provincial Governments operated on this common body of 
cash and were free to overdraw without restriction in the course 
of the year, provided that there was no overdraft on the last 
day of the financial year Now that the cash balances have been 
separated, the provinces have to keep their own balances with the 
Reserve Bank and in the treasuries. Each of them has entered 
into an agreement with the Reserve Bank, prescribing the mini¬ 
mum balance to be maintained For instance, Madras has to 
maintain Rs. 40 lakhs with the Reserve Bank and about Rs. 15 
lakhs in the provincial treasuries, and on this no interest will be 
obtained. The provinces now own the cash in the provincial 
treasuries, and must watch their daily credit balance with the 
Reserve Bank. This involves making reasonably accurate fore¬ 
casts of receipts and outgoings from day to day. A temporary 
need for additional resources will be met either by taking ways 
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and means advances from the .Reserve Bank up to a prescribed 
maximum or selling in the open market treasury bills repayable 
after a period not exceeding twelve months 1 The Governments 
of Madraa, the United Provinces, the Punjab, the Central Pro¬ 
vinces and Assam have already sold treasury bills 


§3. Financing of the New Constitution 

The introduction of the new Constitution entailed various addi¬ 
tional charges on and losses to the Government of India, due partly' 
to provincial autonomy and partly to the separation of Burma. 
The latter may be taken first. 

The general effect of the separation of Burma was a net 
loss under customs revenue, central excises, income-tax and salt, 
estimated at Rs. 3,25 lakhs for 1937-8, and a net reduction of 
expenditure estimated at Rs. 92 lakhs, thus involving a net 
loss to the central Government of Rs 2,33 lakhs On the 
revenue side, the estimated loss came to Rs 6,61 lakhs, but it was 
partly made up by the annual payment to be made by Burma, 
under the Amery Award, namely . (1) the annuity estimated at 
Rs. 2,29 lakhs payable by Burma for the next 45 years in respect 
of the debt and other liabilities transferred to it, and (2) Rs. 94 
lakhs in respect of Burma’s liability in respect of pensions in 
course of payment on 31 March 1937. This latter was the first 
of a series of annual payments which will diminish gradually 
to zero over a period of 20 years. The annual payment under 
these two items was estimated at Rs. 3,23 lakhs, but the 
actual amount came to only Rs. 3,05 lakhs, and thus the net 
loss on account of the separation of Burma increased to Rs ‘2,51 
lakhs. 2 

The separation of Burma has also led to other adverse results. 
Burma has long enjoyed a favourable balance of trade with the 
rest of the world and this helped to swell the favourable balance 
of India before the separation. An analysis of the trade balances 
for the ten years before separation shows that Burma contributed 
annually about Rs 30 crores on an average to India’s favourable 
balance. In the years 1932-3, 1934-5 and 1935-6, the favourable 
balance was reduced to small figures, and, if Burma is excluded, 
India’s balance was unfavourable to the extent of Rs 22-6 crores, 
Rs. 8-1 crores and Rs 3-2 croi’es respectively. A reduction in 
the favourable balance of trade is bound to affect the exchange 
position adversely, but so long as the Reserve Bank of India con¬ 
trols the currency and credit of both countries, Burma’s favourable 
balance of trade wull help to support the exchange value of the 

1 Summary of the account given in the Budget Memorandum of the Madraa 
Government, 1938-9, pp. 23-31. 

’ Finance Member’s Budget Speech (1937), p 6. (1938), p 2, Finance 

Secretary’s Memorandum (1937). pp 75-7. 
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Indian currency. In the long run, however, Burma may make 
independent arrangements and India will then have to rely solely 
on her own trade balance for maintaining exchange and managing 
remittance transactions 

The inauguration of Provincial Autonomy involved additional 
liabilities for the central Government in many ways. Previous to 
1937, half the jute export duty was paid to the provinces export¬ 
ing jute, and subventions were given to deficit provinces. Under 
the Order in Council of 3 July 1936, additional payments are 
mado from the proceeds of the jute export duty, subventions 
to the deficit jirovinces have increased, and in addition part of the 
debts owed by the provinces has been cancelled (as explained 
already) Fnither, the interest, charges due to the central 
Government have been leduced by Rs 90 lakhs. The total 
of the additional charges was estimated at Rs. 1,85 lakh9, 
but the actual amount foi 1937-8 came to Rs. 1,98 lakhs 
These additional charges togethei with the separation of Burma 
entailed u loss to the central Government of Rs. 4,49 lakhs in 
1937-8. 

Under the Niemeyer Award, the provincial share of the net 
divisible revenue under Income-tax (other than corporation tax) 
during the first five years after the introduction of Provincial 
Autonomy was made to depend largely on the Railways obtaining 
a surplus As they saw no immediate jiossibihty of this, the pro¬ 
vinces despaired of obtaining any poition of the income-tax revenue 
for some years However, the position of the Railways improved 
earlier than was anticipated In the year 1937-8, the net surplus 
of the railway levenues amounted to about Rs 2,83 lakhs. After 
deducting fiom the income-tax revenue of Rs 13.50 lakhs the 
amounts atti ilnilable to the collections in central aieas, the tax 
on salaries paid from central revenues and the cost of collection, 
there remained Rs 11,55 lakhs To this was added the amount 
of the railway surplus and fiom the combined total was deducted 
Rs. 13 crores, and thus the amount distributable to the provinces 
was estimated at Rs 1,38 lakhs This was distnbuted among the 
provinces m the propoitions already prescribed 

The heavy task of financing the new Constitution during a 
very trying period fell on the shoulders of Sir James Grigg. He 
held before himself two principal aims starting the new provincial 
Governments on an even keel and providing money for rural deve¬ 
lopment It must be said to his credit that ho has achieved 
considerable success in regard to both these aims. By a careful 
husbanding of resources, he was able to make substantial grants 
to the backward provinces and to remit a large portion of the 
debt due to the central Government from the needy provinces. 
He also made considerable grants to the provinces for rural deve¬ 
lopment All this he did in a period of unexampled economic 
difficulty and financial strain. 
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§4. Provincial Autonomy m Operation 

Provincial Autonomy has been in operation for the last two 
years. The autonomous provincial Governments have already 
presented three budgets and, although it is too early to make 
more than a preliminary estimate of the results of Provincial 
Autonomy, a general account may be given here of the financial 
measures carried out by them so far (till Apul 1939). 

The new provincial Governments have shown great activity 
during the first two years of their tenure Economic amelioration 
has been their chief preoccupation, and this wa 1 - particularly 
marked in the provinces where the Congress paity came into 
power Debt and dunk were the two principal evils that they 
immediately proceeded to tackle Measures for the mitigation of 
rural debt had already been initiated in most provinces, and 
positive measures of rural impioveinent had also been initiated, 
especially in the United Provinces, Bengal and Bombay. With 
the inauguration of Provincial Autonomy, measures of rural uplift 
received a great fillip Hitherto, debt had been tackled chiefly by 
following the conciliation method which was first instituted by 
the Government of the Central Provinces With stronger govern¬ 
ments in office in all the provinces, it was found possible to apply 
more drastic remedies Madias led the wav with a bold scheme 
for the scaling down of agnculluial debts and certain other pro¬ 
vinces followed suit. Not only are the new governments trying 
to eradicate crying evils, they are also endeavouring to promote 
the economic welfare of the masses by positive measures Thus 
the Government of the United Provinces launched a oomnrehensive 
scheme of rural improvement involving the appointment of several 
hundreds of paid rural workers for an intensive uplift campaign 
A Rural Development Bill is also under contemplation in that 
province. Bombay has adopted a new scheme of rural develop¬ 
ment by which a paid rural worker will be appointed for a compact 
group of villages to assist in the work of panchayats and co¬ 
operative societies Madras has passed a comprehensive Public 
Health Act and is proceeding to place rural credit on a secure 
basis. In other provinces also, giants have been made for the 
supply of drinking water in the villages, for the improvement of 
public health and for the encouragement of cottage industries. 
Many of the provinces have instituted funds earmarked for certain 
specific purposes connected with rural improvement with a view 
to placing their ameliorative schemes on a firm basis, not subject 
to the vicissitudes to which financial policy is liable in this 
country. Among these efforts at planned expenditure are the rural 
water supply fund of Madras, the village development fund 
of Orissa, the special development fund of Bombay and the road 
fund of the United Provinces Nor are the provinces under non- 
Congress ministries lagging behind In the Punjab a rural 
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development fund has been instituted, the amount earmarked 
being R s 61 lakhs, and in Bengal, in spite of financial difficulties 
expenditure on nation-building services has increased. 

In the campaign against drink, however, only the'provinces 
under Congress Governments have taken drastic action. In nearly 
all of them a policy of prohibition has been adopted and in four 
of them it has made real headway Madras was the first province 
to place a district containing 2$ million persons (Salem) under 
prohibition; Bihar, Bombay, the United Provinces and the Central 
Provinces followed suit While most of these provinces are push¬ 
ing on prohibition in rural areas, Bombay has introduced it in 
the towns, and that province is now proceeding to bring the 
populous city of Bombay under prohibition 

The ameliorative schemes mentioned above did not involve 
very great expenditure, but prohibition is a costly venture, espe¬ 
cially in provinces like Madras and Bombay where the excise 
on drink and drugs contributes a large part of the provincial 
revenues. Thus while the provincial excise brought in only Rs. 
1-33 crores in 1935-6 in Bengal (population 50 millions), it contri¬ 
buted Rs. 3-33 crores in Bombay (population 20 millions), Rs. 4 
crores in Madras (population 46 millions), and Rs 1 crore in Bihar 
(population 32 millions). It forms roughly 11 per cent of the total 
provincial revenue in Bengal, 30 per cent, in Bombay, 25 per 
cent, in Madras and 30 per cent in Bihar. Madras has already 
relinquished a revenue of about Rs. 60 lakhs, Bombay gave up 
only Rs. 30 lakhs in the first year, but is now proceeding to 
abandon a further Rs 150 lakhs, leaving only Rs 140 lakhs of 
provincial excise revenue Thus prohibition has made serious 
inroads into the public revenues of these provinces But the loss 
of revenue is not the only burden on the budget arising from the 
prohibition policy In many areas much money will have to be 
spent on additional police It may be that the elimination of the 
use of alcoholic drinks will eventually lead to an increase of econo¬ 
mic welfare and therefore of taxable capacity, which the provinces 
will ultimately be able to tap, but this will take a fairly long tune 
The immediate result is a large loss of revenue and the prohibition 
policy therefore amounts to a ‘ self-denying ordinance ’ 

Nor is this all Land revenue, which has so far been the 
mainstay of the provincial fisc, is a highly inelastic source of 
revenue and land cannot be expected to shoulder any more 
burdens On the other hand, there is a general expectation that 
the revenue burden, at least on the smaller landholders, will be 
reduced. The first act of the new governments m most provinces 
was to give land revenue remissions; in Assam 33$ per cent, of 
the old demand was remitted, and in Madras a remission of 
Rs. 75 lakhs was granted. In Bombay the remissions were 
given only to the smaller landholders, and this is as it Rhould be 
Thus land revenue will not be able to bear any added burdens 



INAUGURATION OF PROVINCIAL AUTONOMY 427 

for the provincial governments, on the other hand, the revenue 
under this item may even fall. 

In these circumstances, the provinces found it necessary to 
look for aid in other directions. They first turned to retrench¬ 
ment. There is perhaps some scope for further economy in pio- 
vincial expenditure; but it would require a thorough reorganization 
and rationalization of the administrative system. They found this 
difficult, and therefore they turned to a cut in salaries. There 
again, they found themselves unable to modify the salaries and 
allowances of the superior services. All that they could do 
was to cut down the salaries of the provincial and subordinate 
services under their control Some provinces are trying to get 
over this difficulty by imposing an employment tax In other pro¬ 
vinces, the salary cut is still undei contemplation. A graded cut 
in the salaries of the provincial services was proposed in Madras, 
but eventually it v/as restricted to a cut in the salaries of new 
entrants and of persons promoted to posts carrying salaries above 
Its. 100 a month, and the resulting savings will accrue only 
gradually. 

As the scope for retrenchment was limited, most piovmcial 
Governments found it necessary to resort to fresh taxation. 
Various taxes have been considered Succession duties on land 
and taxation of agricultural incomes are now provincial subjects, 
but most provinces seem to fight shy of them Bombay, Bihar 
and Assam are, however, proposing to tax agricultural incomes. 
The United Provinces Government intends to levy an employ¬ 
ment tax, Bombay a property tax (confined to Bombay City), and 
Bengal a profession tax. In some provinces taxes on entertain¬ 
ments, marriages and crossword puzzles are under contemplation, 
but these are minor items. The most important source proposed 
is the sales tax which has assumed many forms In Bombay a 
sales tax on tobacco sold in urban areas and on cigarettes had 
already been levied; a sales tax on cloth is now proposed. Madras 
is proceeding to levy a sales tax and a licence duty on tobacco 
Even before the dawn of autonomy, Bengal had levied a tax on 
the sale of electricity, and a similar tax has since been levied 
in Bombay, Sind and Madras The Central Provinces and 
Madras, followed by other provinces, have imposed a sales tax on 
petrol and lubricating oils Madras has also decided to levy a 
general sales tax (or turn-over tax) 

Thie brought about a clash between the central Government 
and the provinces It is true that taxes on the sale of goods form 
one of the sources of revenue allotted to the provincial govern¬ 
ments under the Government of India Act, 1935, but sales taxes 
tap nearly the same source as excise, which is a central head 
of revenue. When the Central Provinces passed the Sale of 
Motor Spirits and Lubricants Taxation Act, 1938, the central 
Government made a reference to the Federal Court under 
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Section 213 of the Government of India Act as to the legality of 
this legislation The central Government contended that a 
sales tax on goods produced in India, at whatever stage it 
might be levied, came within the scope of item 45 of the Federal 
Legislative List (excises') and that the provincial legislature could 
not invoke its power under item 48 of the Provincial Legislative 
List (taxes on the sale of goods). The Government of the Central 
Provinces contended that, by force of Section 100 of the Act, 
item 45 of the Federal Legislative List must yield place to 
item 48 of the Provincial List Six other provincial Governments, 
which were then contemplating the introduction of similar taxes, 
supported the case of the Central Provinces Government It was 
argued on behalf of the provinces that an excise is a tax levied 
immediately on production and at any stage up to the time of 
the first sale hut not thereafter The Government of India, how¬ 
ever, contended that an excise could be levied at any stage 
including the final sale before consumption, and that the provin¬ 
cial tax in question was an invasion of item 45 of the Central 
List In their judgment, the Federal Court unanimously held 
that the Act of the Central Provinces Legislature imposing a 
sales tax on pettol and lubricating oils was not ultra vires 
Whether this is a final settlement of the matter is not certain, 
hut most provinces have proceeded to levy sales taxes in one 
form or another It is feared that the emplovmcnt tax jiroposed 
in the United Provinces will also create similar difficulties, as it 
involves not only the question of concurrent taxation but also the 
special responsibilities of Governors. 

The judgment of the Federal Court has created various 
misgivings It has established a concurrent power in the 
sphere of internal indirect taxation No doubt, the Chief Justice 
of the Federal Court has emphasized the need for mutual 
forbearance in this matter, and this on two important grounds. 
He teared that the simultaneous exercise of the Centre’s right to 
levy excises and the provinces’ right to levy sales taxes might 
raise the price of the article taxed to a height at which consump¬ 
tion would be senously curtailed He also reminded the provinces 
that, in the absence of mutual forbearance, the ability of the Centre 
to continue devolutions, and to make new devolutions, to them 
undei Section L40 of the Act would be jeopardised As has 
alieadv been shown, it. is essential in the best interests of India 
that the central Government should have adequate revenues. As 
time advances and India’s political status rises, the central Govern¬ 
ment’s need for resources will naturally increase Not only the 
glowing complexities of defence but also the equally pressing need 
for co-ordinating the nation-budding services will add to the 
financial burden of the Centre, especially when the Federation 
comes into being. 



CHAPTER XXXIII 


INDIA’S FINANCIAL SYSTEM : RETROSPECT AND 
PROSPECT 

With the inauguration of Piovincial Autonomy in 1937, India 
entered on a new career This brought to a successful termi¬ 
nation the development which had been going on since 1860 
When India emerged from the Mutiny of 1857, the piovinces 
were but the local administrations of a highly centralized govern¬ 
ment and they had no sepaiate finances of their own. This 
relationship between the cential Government and the provinces 
was found to be unsatisfactory to both, and step by step the 
financial status of the provinces was raised until, m 1919, the 
revenues of the provinces were sepaiated from those of the central 
Government. But financial contiol was still vested in the 
Secretary of State Part III of the Government of India Act of 
1935 provides few full Provincial Autonomy, and now that this 
part of the Act has been put into effect. the relation between the 
central Government and the provinces has become federal The 
idea of an Indian Federation was conceived as early as 1867, but 
it was then premature 1 The federal system has gradually evolved 
and therefore it is a natural growth This evolution has been 
briefly traced in this treatise In this concluding chapter, we will 
take a retiospcctive view of the Indian financial system and outline 
its prospects. 

§1. Some Important Features Conservatism 

The piedominant charactenstic of the Indian financial system 
is its conservatism Ceitain genoial principles of taxation were 
adopted by the East India Company, following Mughal tradition 
as modified by Biitish principles, and (he groundwork thus laid 
has been maintained intact till lecent. times, m spite of the great 
changes in the economic circumstances of the country 1 India is 
no place for sensational or empirical finance’, said Massey in 
1868. The same opinion was shared by nearly all the great 
statesmen who built, up the British administrative system in India 
in the nineteenth century. The idea of imposing an income-tax 
was disapproved for a long time, and bitter controversies raged 
over it. There was a similar attitude to death duties and other 
direct taxes, which might not fit in well with the social usages 
of the country. No doubt this was partly due to the influence of 


1 See chapters vi and xii 
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the British tradition of conservative finance, but the position of 
the rulers as outsiders also served as a powerful incentive to con¬ 
servatism. This explains the Government’s extreme reluctance to 
venture on new experiments in raising revenue. Taxation was 
kept down to the bare minimum required for external defence and 
internal order. The land revenue was long the mainstay of 
Indian finance and it is significant that the machinery for land 
revenue collection has also been the agency for preserving law and 
order in the land 

One result of this conservatism has been the comparatively low 
tax-burden on the people. It is customary to show this by com¬ 
paring the revenue per head of population in different countries, 
but this is misleading as it does not take into account the income 
from which it is paid To weigh tax-burdens is extremely diffi¬ 
cult. A comparison of the total tax-revenue with national 
income may be more indicative of the burden of taxation, but 
we have no very accurate estimates of national income and it is 
even doubtful if any such estimate can be made for a country like 
India Further, international comparisons of financial statistics 
are often misleading, as budget heads vary from country to coun¬ 
try and even the budget year is not uniform for all countries. 
It is, however, possible to make a rough comparison of the financial 
positions of different countries. The following table showing 
what proportion the Government revenue bears to the national 
income in different countries may be helpful 

National Income and Revenue Burden m a few leading countries 

(1933-4) 


a _ 
o 


Country 


JQ O 



a> 



a ® *73 

£§3 


<U A 

5 V. «4» 

W B. 


Percentage 
of revenue 
to national 
income 


United Kingdom 

46 3 

809 

3,500 

17 5 

'23 1 

U S.A 

122 7 

1,250 

10,956 

10 2 

11 5 

Franca 

41 8 

367 

1,693 

88 

21 7 

Germany 

66 0 

228 

2,448 

3-5 

9-3 

Italy 

42'2 

176 

972 

4 2 

181 

Australia 

6 6 

74 

650 

11 1 

11 4 

Canada 

10 3 

68 

1.219 

6 6 

5-6 

India (Bntish) 

273 6 

166 

1,203 

06 

13-8 


A comparison of the tax-revenue with the national income may 
give a better indication of the tax-burden than the usual per capita 
estimates, but even this fails to give any clear idea about the real 
burden borne by the different sections of the people. For a proper 

1 According to Census, mostly of 1931. 

2 Estimate by Findlay Shirraa, see Science of Public Finance , vol. I. 
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estimate of the burden of taxation, we have to take into account 
the taxes borne by different classes or economic gioups of the 
country; it, is possible that, while the burden per head may be 
low as compared to the income per head, the burden borne by 
certain groups may be high and that of others may be low. In 
other words, the incidence of taxation may be unequally distri¬ 
buted as between the various economic groups, and in so vast a 
country as India such inequalities are difficult to demonstrate. 

In order that we may estimate the burden of taxation on 
different economic groups, we need accurate statistics of the 
income, consumption standards and general economic conditions 
of the various classes of people. Such statistics are not avail¬ 
able in India. Family budgets of urban working classes have been 
collected in various parts of the country, but they have not been 
made up on a uniform plan; and the accuracy of the budgets 
cannot be said to be of a very high order. There is a real need 
for an inquiry into the incidence of taxation in India, and it 
must be done with great care. 

In 1925, the Indian Taxation Enquiry Committee gave some 
attention to the question of incidence and arrived at certain 
general conclusions with leference to the following four classes 

A Labouring Glasses. —(1) Urban labourers including the 
lower grades of urban artisans. (2) Landless agricultural labourers 
and the lower grades of village artisans. 

B Landholders. —(3) The small landholder whether ryot or 
tenant. (4) Peasant proprietors with substantial holdings, gene¬ 
rally m ryotwari areas. (5) Large landholders, generally in 
zamindari areas. 

C. Businessmen. —(6) Petty traders in villages or towns. 

(7) Larger traders, generally in towns, subject to the income-tax. 

(8) Big merchants 

D. Professional Classes. —(9) The clerical group, i.e. the 
subordinate ranks of Government services and the lower ranges of 
professional men not subject to the income-tax (10) Upper pro¬ 
fessional classes 

It was estimated that the urban labourers contributed Rs 8-7-7 
per head to the public revenues, of which Rs. 2-13-4 went to 
the central and provincial Governments and Rs. 5-10-3 to local 
bodies. The contribution to the former was estimated as follows : 
salt 3 as 5 ps., customs duties on consumption goods 7 as. 6 ps., 
customs duties on pioduction goods 2 as. 9 ps., excise duty on 
kerosene oil 6 ps., excise duty on cotton goods 1 anna 2 ps., 
and excise duty on intoxicants Re. 1-14. The corresponding 
burden on the landless agricultural labourers was estimated at 
Re. 1-10-11, of which 9 as 9 ps. went into liquor excise and 
7 as. 6 ps. into customs duties on consumption goods. It was 
not found possible to make similar estimates in regard to the other 
classes of people mentioned above. 
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In the Committee’s opinion, rural labourers bore a lighter tax- 
burden than urban labourers. The small-holder was in a rather 
unenviable condition although not entirely due to taxation, 
but the peasant proprietor with an economic holding was not so 
badly off. The large landholders were even better off. Some 
of the landed gentry were indeed m adverse circumstances, but 
that was not due to the burden of taxation. The small trading 
classes both in the town and in the countryside had only a com¬ 
paratively light tax burden to bear The urban traders were 
liable to municipal profession tax, but there was no similar burden 
on village traders The big merchants had to pay income-tax, but 
the burden of that tax was not so heavy as was being borne by 
their compeers in other countries. The lower professional classes 
had been hit by a rise in the cost of living after the War, but 
the higher professional classes uere in about the same position 
as the big merchants 1 

Since 1926 various changes have taken place in the tax-burdens 
on the different classes. The excise on cotton piecegoods has 
been abolished The rates of the import duties have increased 
and the income-tax rates have gone up. Perhaps the pi ice slump 
of 1930-3 was the most jiotent influence On the one hand, the 
burden of all fixed charges, e g land revenue, interest payments, 
and rents, has increased. The burden of provincial excises, court 
fees, registration charges, etc , has also increased. On the other 
hand, the prices of most consumption goods have fallen and to 
that extent the burdens of customs duties and excises have become 
lighter It is true that the advantage of the fall in prices has 
not been fully reaped owing to the imposition of high protective 
duties on articles of common consumption like sugar, cotton piece- 
goods and iron goods, but even so there has been a substantial 
fall in the price of most consumption goods; thus the cost of living 
has fallen and the burden of commodity taxes has become lighter. 
But the incidence of the liquor excise still remains grossly regres¬ 
sive, and that of land revenue is unduly burdensome on certain 
classes. After the price slump of 1930, this burden became heavier 
The trading classes in town and country are still let off with rather 
light tax-burdens, especially those not assessed to the income-tax; 
but the smaller landholders (especially those who grow no com¬ 
mercial crops) arc heavily burdened and the remissions recently 
made have not materially lightened that burden. It cannot be 
said, however, that India is a country of high taxation. The 
larger incomes in India, whether from land or fzom business, have 
so far contilbuted a smaller proportion to the public fisc than 
similar incomes elsewhere. As Sir Walter Layton points out, 
‘ There are still large accumulations of wealth on which the 
burdens of government rest very lightly ’, and this is greatly due 


' Report of the Indian Taxation Enquiry Committee, pp. 840-50. 
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to the conservative financial policy consistently followed by the 
Government hitheito 

One notewoithy ieatine ot oni Iinancial system is that, while 
in sevetal leading countnes the revenue from direct taxes has 
been increasing and that horn indiiect taxes tailing, India shows 
quite a dilferent tiend In 1913 the revenue fiom indirect taxes 
amounted to 53 per cent, ot the total levenue, but by 1929-30 
it had risen to 64 per cent , while in the meantime, the revenue 
from direct taxes fell fiom 47 per cent to 35 8 per cent. A shift 
from direct to indiiect taxation is generally legalded as increasing 
the burden on the pool, but this may not be quite as true of India, 
seeing that most of the imports which bring in our customs revenue 
are not aitides of common consumption Fuithei, in regard to 
many commodities it is not clear uliat influence tariffs have on 
prices. The conclusions of the Taxation Enquiry Committee 
quoted above are of doubtful validitv. at any late today On the 
other hand, e\en some o! the (inert taxes ot India press heavily 
on the poot The bulk of the revenue from land—our principal 
direct tax—conies tiom small landholdeis cultivating fragmented 
parcels oi land, and the great majont\ of the landholders do not 
possess an income assessable to income-tax That the burdens on 
the poorei sections of the community are compaiati\ely heavv 
in India is bejond doubt, but it may be conceded that in a country 
where the gieat majority of people aie extremely poor the bulk 
of the revenue must come iiotn such people whether a« dnect or 
a.s indirect taxes 


5; 2 The Luu Borden ot Bubli i Debt 

Another lesult ot financial consoi vati-m lias been the reluctance 
to spend borrowed monev Up to J867 there was comparatively 
little boi rowing except toi the pm pose ol balancing t lie budget in 
times of wai, and e\en laige public woiks of a highly leinunerative 
character were financed fiom revenue After 1867. loans came 
to be laised annually foi capital undertakings, but so stnet were the 
canons applied that only woiks of a highly remuneiative chaiactei 
were deemed fit to be thus financed Bouowed funds have gener¬ 
ally been spent ouh on lailways and irrigation woiks which were 
expected to yield a normal return on the capital invested, and 
other works have been financed liom levenue Thus the produc¬ 
tive debt has been increasing, but it has imposed little burden on 
the tax-payer. The ordinal} or unpioduelive debt giadually 
diminished as a result of various skilful measuies, and it piaelicalh 
disappeared by 1916. The War and the budget deficits in the 
years just after the War swelled the unproductive debt, but 
Blackett’s debt, redemption scheme brought it under control. After 
the War a more liberal borrowing programme was adopted by the 
Government for rail wav development and the productive debt 
?8 
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increased rather quickly. In spite of this the total public debt of 
India was only Rs 1/239 rrores on 31 March 1933, which is hardly 
six times the total annual revenue of India, central and provincial. 
Some of the (treat Powers are bearing a much larger 'burden; in 
the United Kingdom the public debt is about 9£ times the revenue, 
and in France it is eight tunes. Tn reality the position of India 
is much more favourable than is indicated by these proportions; 
while the gieat bulk of the debt in other countries is un¬ 
productive, only about 20 pei cent of India’s public debt can be 
placed in that categoiv As much as 80 per cent, of the debt 
is covered by interest-v lelding assets oi is money lent to provinces 
or Indian states 01 the balance, which is about Rs. 250 crores, 
a considerable part is covered b\ tangible assets like public build¬ 
ings and other properties Haidlv any other country in the world 
can claim such a favourable debt position, and this is the result 
of the Government s peipetnal caution V comparison of the 
figures for India with those for some nthei eoimtiies will show’ 
what a great arhantage India has in tins respect 


The Public Debt of Different ('mintnets' 


Countn 

j 
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Total debt 
( 000 , 000 ’s) 
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Debt 
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United Kingdom 

1936 

7,901 6 

9 4 

224 0 

26 6 

170 45 

(X) 







United St t e s 

1936 

33,545 t 

8 2 

1,239 5 

11 0 

56 21 

(Dollar) 



8 2 




France (Franc) 

1935 

3,33.142 7 

2 1 

10.959 1 

27 2 

64 11 

Geiman\ (Reiohs- 

1934 

12,407 1 

.5 8 

576 3 

92 

9 20 

mark) 







Itah (Lira) 

1936 

1,08,636 6 

3 9 

5.966 7 

20 5 

27 83 

Japan (Yen) 

1934 

8,682 6 

11 8 

50.5 5 

23 4 

13 01 

Australia (X) 

1936 

1 255 8 

9 2 

41 9 

12 3 

188 08 

Canada (Dollar) 

1936 

3,431 9 

9 3 

1 (0 3 

37 0 

68 05 

I T S S K (Rouble) 

1933 

13.955 9 

5 8 

1.702 1 

1 8 

3 20 

Tndia (Rs ) 

1936 

12,098 0 


J 55 | 

7 4 

3 32 


As will he clear from the above table, the interest charges 
on our public debt are lighter than in the case of most other 
countries. In fact, the income from the commercial departments 
and other interest-yielding assets is sufficient to pay the whole 
of the interest on our total public debt The interest charges on 
ordinary debt increased during and after the War. but by 
careful management and by successful conversion operations, the 
charges have since been reduced, thanks to the sound policy pur- 

Compiled from the Statistical Year Book of the League of Nations, 1936-7. 
(The figures for India are from the Statistical Abstract for India, 1936.) 
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sued in the last few years by Sir Geoige Schuster and Sir James 
(Jngg. It must have been wither hard to lollow such an oithodox 
policy in p, tune ot depression, but the icsults ate most encourag¬ 
ing. The credit ot India stands high and not only the Centre 
but the provinces are able to borrow at low rates of interest. The 
provinces are now entitled to borrow on their own account; most 
provinces have used the light caiefulh, and have not piled up 
debt fox unpioductive purposes 

V3 Inadequate Erpmdituie <m Social Services 

A thud result ot the Government s conservative financial policy 
is the comparatively low level ot expei.dituie on social seivices 
It, is true, as has been shown already m Chaptei l, that the pro 
portion of expendituie on the security seivicc has been diminish¬ 
ing whilst that on social welfaie has l>ecn in< leasing, but it cannot 
be said that the mciease in the pioportion .s[»ent on the latter has 
been so great as to adjust the balance propelly between the two 
classes of expendituie The pio{»oition of defence charges to total 
expenditure is still high in India as compared with most other 
countries and that ot social welfare charges low. In the following 
table, an attempt is made, with the imperfect material at our 
disposal, to indicate the incidence ot the expenditures on defence 
and on social welfaie services (including education!, in various 
countries in the vear 1933-4 ’ 

Expenditure on Defence and Social Services in Different 
Countries (1033-4) 
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United Kingdom 

778 

107 

13 8 

30 

12 

8 

201 8 

25 0 J 

57 15 

10 

(£) 

France (Fianc) 

40,883 

to 102 

20 4 

26 

2 

1 

6,620 

13 3 | 

16 14 

11 

Germany (Reichs¬ 

6.180 1 

740 

12 0 

4 

V 

4 

1,372 

22 2 1 

13 0 

7 

mark). 

Australia (£) 

61 7 

22 6 

31 9 

15 

1 

0 

11 3 

17 5 

, 22 8 

6 

Canada (Dollar) 

148 5 

13 1 

3 0 

3 

0 

7 

10 7 

11 1 

; 13 3 

2 

fndia (Rs.), 

2.053 

112 

31 3 1 

1 

10 

i 

17 5 

1 

8 5 

1 0 10 

1 
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Thus India spends a larger percentage of its revenue than 
most other countries on defence, although the burden per head 

’ Compiled chiefly from Public Finance, 1028-37, (League of Nations') Geneva 
1938, 
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is much lower here On the other hand, the expenditure on social 
services in India is a smaller percentage of total expenditure than 
in other countries, and the expenditure per head on such services 
is extremely small Nor is this the whole picture; for, in many 
of the countries mentioned, large amounts are also spent by local 
bodies on social seivices. Especially in regard to education, local 
expenditure is a very important factor in most countries This is 
not so in India; here local expenditure on social services forms only 
a small proportion of the total expenditure on those services. The 
brunt of the burden in India is borne by the central and the 
piovincial Governments. 

It is not necessary to resort to any statistical comparisons to 
see that the expenditure in India on the social and economic 
services—education, public health, agriculture, poor lelief etc.—is 
altogether inadequate. The appalling facts of illiteracy and lll- 
health stare one in the face wherever one may turn. After neailv 
a centmy of state effoit in education, only about 7} per cent of 
the population are literate The death-rate is 25 per thousand, 
and the average expectation of life at birth is 26 years In hardly 
ant other countn is infantile mortality so terribly high as in 
India, 187 pei thousand baths The toll of plague, cholera and 
small-pox is still hea\\, and housing conditions in villages as well 
as towns aie really shocking A large number of people in the 
country arc still far below the poverty line and have not the 
wherewithal for a bare subsistence. According to Sir John 
Ategaw, former 1\ Public Health Commissionci with the Govern¬ 
ment of India, ‘ taking India as a whole the dispensary doctors 
regard 39 pei cent of the people as being well nourished, 41 per 
cent pooily nounshed and 20 per cent, veiy badly nounshed ’ 
The condition of town labomeis is not much better than that of 
lural labouieis A laige pioportion ot them arc under-nomished 
and badly housed State action has so far touched only the bare 
iimge ot social welfare 


H Need foi a Neu Economic Policy 

It cannot be denied that the mam emphasis of the Indian 
iinancial system has hitherto been on the provision of funds for 
external defence and internal security It is tme that, largely 
Troin a desiie to a\eit the honois of famine and partly under the 
influence of new economic ideas, irrigation works have been 
earned out, roads and bridges have been constiucted, and improve¬ 
ments m agricultural methods have been attempted and efforts 
have been made to increase liteiacy and improve public health; 
certainly, these efforts have gathered momentum since 1920. But 
progress lias been far too slow and the results have not been 
very satisfactory so far No doubt, the Government’s efforts have 
greatly benefited the urban population, especially business men 
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and professional classes, but the agricultural population are still 
steeped in ignorance and poverty. 

The world economic crisis of 1930 gave a rude shock to the 
laissez-faire policy of the Government, and both the Centre and the 
provinces became keenly interested in counteracting the effects of 
the depression After the arrival of the Marquess of Linlithgow 
as Viceroy, these efforts have gained momentum Sir James Grigg 
also took great interest in this matter, and the grants made bv 
him for rural development were timely With the inauguration 
of Provincial Autonomy, economic uplift lias become the prune 
concern of Governments in India As already shown, the pro¬ 
vincial Governments aie giving a great deal of attention to the 
development services The problem, how eve i is extremely com¬ 
plex and progress is bound to he slow The following table gives 
statistics of the expenditure of the piovincial Governments on the 
principal development services (education, medical and public 
health, agriculture and vetermaiv, mdiistues, co-opeiation and 
scientific departments) in the years 1937-8 hiccounto and 1939-40 
(budget) 

Expenditure on natum-builduuf services in the Provinces 
in lf)W-ft and mO-U) 




I millions 

(lakhs) 

% 

(lakhs) 

% 

I 

1 

Rs 

Madras 

: its 

4,52 

30 12 

1.07 

28 05 

+ 3 3 

1,0)9 

Bombay 

1 18 0 

2,51 

20 75 

,1,29 

25 05 

+ 29 5 

1,828 

Bengal ... 

50 1 

2,05 

22 37 

3,35 

22 94 

+ 20 4 

009 

United Provinces 

48 1 

3,10 

25 72 

3 99 

29 20 

+ 20 0 

824 

Punjab 

‘23 0 

3,09 

20 98 

3,14 

28 83 

+ 11 3 

1,438 

Central Provinces 

15 5 

95 

20 44 

1.02 

21 18 

+ 7 4 

058 

Bihar 

32 4 

1 31 

27 23 

1.19 

28 39 

+ 138 

400 

Oussa 

8 3 

12 

21 30 

47 

2.3 49 

+ 11 8 

566 

Assam 

8 6 

09 

24 99 

73 

24 49 

+ 5 8 

819 

Sind 

3 0 

50 

14 21 

55 

41 04 

+ 9 0 

1,410 

N -w F r 

2 1 

35 

19 84 

40 

21 75 

+ 11 3 

1,667 


It is clear that the expansion of the nation-building services 
has not been phenomenal It is possible that the rationalization 
of existing services may even curtail expenditure in the first 
instance. But a vigorous campaign for economic uplift is expected 
from the autonomous provincial Governments. The essential 
preliminary for such a campaign is the formulation of suitable 
plans. 

This is not the place to elaborate an economic plan for India. 
In my view the main objective of economic policy in India must 
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be the laising of the standard of living of the people, and this can 
only be done by an effective campaign against ignorance, dirt, 
debt and disease, which are the principal causes of India’s poverty. 
The common people in the country today have only a miser¬ 
able existence, since they lack most of the amenities which make 
life worth living Although a multiplication of wants is not the 
prime essential for a higher standard of living, an increase of mate¬ 
rial comforts is bound to follow an improvement m the quality of 
life With the piesent standard of living the demand for con¬ 
sumable commodities is extiemelv limited, and there are obviously 
rigid limits to industrial expansion in a country which consumes 
only 15 yaids of cloth and not more than 20 lb of sugar per 
head per annum But with a rising standard of living, industry 
will have great scope for development, employment of all kinds 
will increase, the national income will expand, and the Govern¬ 
ment revenue will use to a much higher level Nor will the 
results he confined to India Even a moderate use in India’s 

standard of living would enable bet to take a much larger share 
in international trade, and this would be a distinct contribution 
towards solving the economic problems of Euiope and America 
A change for the bettei in India’s economic life lias become 
essential, even foi security Hitherto the masses have been in 
a state of placid, pathetic contentment; but latelv lliev have been 
awakening from their slumbers and are anxious for an impiove- 
ment in then matenal conditions Tf their aspirations are met 
in time, India’s economic life can be improved, the Indian will 
become a more efficient woikei and a better citizen, and this 
country will become a helpful pnitner in world economy If these 
aspirations aie neglected undesirable consequences may follow 
Economic uni cat has too often led to political tioubles ‘ Great 
economic and social forces’ wiofe Aloilev. ‘flow with tidal sweep 
over communities onl\ half conscious of that which is befalling 
them Wise statesmen me those who fotesee what time is thus 
bringing and frv to shape institutions and to mould men’s thought 
in accordance with the change that is salientlv surrounding them ’ 
Such opportunities do not come often in the history of nations 
The well-known lines of Shakespeare are ap|Kisi(e 

‘ There is a tide in the aflfaiis of men. 

Which, taken at the flood, leads on to fortune; 

Omitted, all the vovage of their life 
Is bound in shallows and in miseries 
On such a full sen are we now afloat: 

And we must take the current when it sprves, 

Or lose onr ventures ’ 

Similarly also in the affairs of nations Hence the urgent need 
for devising a suitable economic policy and putting new life into 
the Government’s social and economic services. 
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Our whole administrative activity must therefore be directed to 
the central aim of raising the standard of living of the masses 
Hitherto the social utility services have been mere ornaments on 
the administrative edifice; in future they must become the super¬ 
structure This may involve an expansion of these services; in 
some cases, a reorganization may be sufficient to increase the 
efficiency and usefulness of tlieir work In many cases, the 
creation and stimulation of voluntary effort would be the proper 
step. It is certain that expenditure on the development services 
must greatlv increase, at least for a time The improvement of 
our agriculture and marketing, the cleamng-up of om villages, the 
eradication of malaria and other diseases and the regular supply 
of water both for drinking and for eiops— all these call for more 
intense activity on the pait of Government The ta«k is indeed 
a colossal one 

At the same time, we must guard against the State doing too 
much Stable social improvement can only come from the work 
of voluntary agencies and the operation of a strong public opinion 
All that the State must do is to remove hindrances to economic 
progress and to prevent the exploitation of the weak by the 
many powerful intermedia ?ips that abound m the economic system 
of the countrv Tn our present cncumstances, benevolent State 
action is necessary and it must be strong and undaunted by the 
opposition of vested interests With the spread of education, the 
common people will become better able to look after their 
own interests, and the sphere of voluntary oiganizations will 
increase. 

The execution of a vigoious economic policy mav involve 
additional expenditure, but a large paid of this can be obtained 
by rationalizing the existing administi ative machinery The 
departmental svstem of British Tndia has grown up in a haphazard 
manner Time after tune the various departments were reorgan¬ 
ized, especialW during the prosperous years early in the century 
when heavv budget surpluses were common; and reorganization 
generally meant large additions to establishment Thus the 
expenditure on police, judicial v and other security services 
expanded greatly The impoitance of law and order must not be 
under-estimated, but there is no doubt that its cost in India is 
unduly heavv The system of judicial administration is based on 
exotic methods and principles, and some of the ablest administra¬ 
tors of the countrv have considered it unsuitable and wasteful 
Tt has increased litigiousness, aggravated indebtedness and has 
contributed not a little to the decay of our village autonomy A 
radical simplification of the legal and judicial svstem is urgently 
needed, and this will greatlv reduce expenditure also "Even in 
the nation-building services, there is room for rationalization and 
although the work of these services must greatlv expand, thev 
can be made to carry out more intensive work without a great 
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increase m cost The departments of agriculture, industries, 
co-operation and labour are all engaged m the economic uplift 
of the people and if their work is to be effective, (hey must function 
in intimate co-ordination, and perhaps tins co-ordination can be 
best secured by linking them up again with General Administra¬ 
tion. Such a leorganization should not only reduce cost but also 
increase the efficiency of the agencies that are engaged in the 
work of economic uplift 


§5 Re organization of the Tar-system 

It is clear from the foregoing that the fiscal needs of the State 
in India are not likelv to fall in the neat future , on the othei 
hand, there is even indication that mme levenue will he 
required to meet the cost of the ameliorative activities that the 
provincial Governments have recently launched Theiefore frpsh 
taxes will have to he levied, and the old taxes must he nourished 
so as to yield moie revenue But this pohcv must he so applied 
as to lectify the inequalities in incidence of the existing taxes 
The fresh taxes levied should he utilised partlv for leplaemg old 
ones which are at present unduly burdensome to certain groups 
in the community 

As has been explained above, the piesent tax-system of India 
contains many inequalities and inequities. Although the average 
tax-burden m India is not heavy, the brunt of it falls too heavily 
on certain classes, e g the smaller landholders and labourers, and 
too lightly on others, o g the larger landholder, business men and 
the mban middle classes generally The following points aie 
noteworthy (11 the eompaiatively heavy bunions on land and 
light burdens on nidiisliy and business, (21 the high impoit duties 
which prevent a tall m the cost of living, Oh the inequalities of 
incidence on the different classes ol landholder, and (41 the 
tegressive nature of the provincial excises Some reforms in these 
matter have lately been earned out or are under contemplation 
The Income Tax Amendment Act (1939) lias removed the prin¬ 
cipal defects of the Indian income-tax system, and this, together 
with the imposition of death duties lately under consideration, will 
greatly rectify the inequalities of burden between different capi¬ 
talist groups The reform of the import tanff may soon he taken 
up by the central Government, and it is expected that the 
Economic Advisei will help in this work. As for the land 
revenue system, a reoiganization of it is being considered by the 
provincial Governments The adoption of a policy of prohibition 
in the provinces may remove the burdens hitherto laid by liquoi 
excise on labouring classes, and care should be taken that the 
taxes which replace the liquor excise are less regressive in their 
incidence 
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Income-Tax 

The need for tightening up the income-tax icguhitions and 
improving. the machinery for collection has been felt for many 
years, but the efforts made from time to time were not veiy 
successful. In spite ot the Amendment Act of 1930, much eva¬ 
sion and ‘legal avoidance’ weic still piactised Immediately aftei 
his arrival, Su James (Ingg was impressed with the need for a 
thoroughgoing lefoim of the s\stem, and an expert Committee of 
three was appointed in 1930 to go into tins matter. Two of the 
members were peisons with long experience m the office of the 
Board ol Inland Revenue m Uondon The Committee in their 
Report suggested various measmes for steepening the piogiession 
and making tile collection more efficient and thus ineieasing the 
revenue from income-tax without adding to the bmden on the 
great majouty of the ta.\-pa\crs Tjegislation on these lines was 
carried out m 1938-9 The following aie the pnncipal changes 
introduced 

(1) The 'slab' .system .—Under the old system, all incomes 
between Rs 2,000 and 5,000 paid 0 pies m the rupee and incomes 
between Rs 5,000 and It),000 paid 9 pies, and so on This is 
called the step system because the pel tentage of income taken 
away by the income-tax uses shaiply by steps fiom one figure to 
another (from 0 to 0 pies, fiom 0 pie-* to 9 pies, etc ) Undei 
the slab system that i< now intioduced. the peicentage moves 
up not bv jumps but smoothly, each extia rupee of income push¬ 
ing the peicentage up \en slightly Evidenth this is more 
equitable The fixing ol the i.ttcs lests with the cential Govevn- 
ment and then ptopei place is the annua 1 Finance Rill The 
general lesult is that incomes up to Rs 8,1)00 will pax less, whilst 
of incomes between Rs K.OOO and 32.000 some will pay less and 
some moie (owing to the leplaceincnt ot the senes of huge jumps 
by a steady use), and incomes aho\e Rs 32,000 will all pay 
moie tax Of the 3,73,000 peisons in 1930 liable to assessment, 
ovei 3,00,000 ha\e incomes below Its 7,5(10, and onl\ about 
4,200 persons have incomes above Rs 32,000 1 

(2) Accrual Basis — Under clause 4 essessees will he divided 
into three distinct classes (a) peisons not lesident in British 
Tndia, ( b) jiersons lesident. but not ordinarih resident, m British 
India; and (c) peisons lesident and ordinarily lesident in British 
India 


(fl) A non-resident is ehaiged on all income accruing, arising 
or received in British India, and not on income arising 
abroad, whethei or not he remits the income to British 
India, but the rate of assessment will be on the ‘ total 
world income ' basis. 

1 Report of the Centra! Board of Reeemie, 1986-7, p 88. 
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(b) A person resident, but not ordinalily resident, pays tax 

on the same income as a non-resident, and also on 
(ll income arising from a business controlled in India 
(including Indian states), and (n) any other income 
arising abroad, if it is hi ought into British India. 

(c) \ person lesident and oidmanly resident in British 

India pavs on the same classes of income as a person 
resident but not ordinarily lesident, and also on income 
arising abioad though not brought into British India to 
the extent that it exceeds Bs 4,500 

(3) More stringent provision has also been made foi the 
filing of returns and production of accounts Forrneilv, a person 
was not liable to pay income-tax unless a notice was served on 
him by an income tax officer to make a leturn Tt was therefore 
possible for peisons with large incomes to avoid tax altogether, if 
they escaped the notice of the income-tax officer Even after the 
officer did find out such a person, he could only assess him for 
the current year and the immediately preceding year, and no 
penalty was imposed for not paying tax in previous years Under 
the Act as amended (Section 22), the income-tax officer will 
publish general notices m the pres* calling upon every peison 
within his jurisdiction to make a letum of Ins total income, if 
that income exceeded Bs 2,000 in the previous \eur From now 
it will not be open to any one to claim that, as lie has not leceived 
an individual notice, he is not liable to pav the tax Moreover, 
failure to make a return oi to make it within the time allowed or 
to produce accounts, without reasonable cause, will involve a 
penalty of up to U times the tax payable, or was about to be 
ai'oided. Even more important is the provision in the new Act 
giving the right to the income-tax office) to reopen assessments for 
the previous four years; if the officer is convinced that there has 
been concealment of income, he can reopen assessments for the 
previous eight yeuis But this power is not to have letrospective 
effect l e it will not, be used m respect of income assessable 
pnor to 1938-9. 

(4) Other imjiortant changes are (a) Leave salary diawn in 

England is not now exempt and salary due becomes income and 
not salary drawn (b) Hitherto, administrative work and appel¬ 
late work were both done by the same Assistant Commissioner; 
from now the appellate work will be done bx special Assistant 
Commissioners who will be under the dnect control of the Central 
Board of Bevenue (Section 5) (r) In the ease of a registered 

firm, no assessment shall be made on the firm as such, but each 
partner shall be assessed separately, his share of income from the 
firm being incorporated in his assessment; but if the firm is not 
registered, the income-tax officer shall assess the firm as such or 
the partners individually, whichever method is more advantageous 
to the revenue [Section 23 (5)]. 
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The new scale of rates was announced in the Finance Act 
of March 1939 1 \s incomes below Rs 8,000 will pay less tax 
from now , there will he a deciease under the tax on individuals, 
amounting’ to about Rs 93 lakhs in 1939-40 Under super-tax, 
on the other hand, an meioa^e of Rs 1,17 lakhs is expected 

The exemption limit (Rs 30,00(9 foi companies’ super-tax is 
abolished, and theiefore an meiease of Rs 52 lakhs is expected 
undei that head The combined effect of all these changes is 
expected to be an increase of about Rs 1,3! lakhs for the year 
1939-40 Of this, Its 21 lakhs is under the Coipoiation Tax 
This may appeal a modest sum considering the large expectations 
raised, but greater improvement is likely in future \cars, chiefly 
bv the elimination of evasion, 

Succession Duties 

The question of levying succession duties was considered as 
early as 1859, when the Government of India were hard piessed 
to balance the budget after the Great Mutmv, and it was dis¬ 
cussed seveial times in latei years, but vanous objections raised 
have stood in the way The pioceeds of succession duties go to 
the provinces undei the new \et. but the adimnistiation and 
collection of these duties (except on agneultural land) is vested 
m the cential Government, who aie also given the powei to 
lexy suicharges on these duties In 1938, the Government of 
India circularized the pi ov maul Governments asking for then 
views on the proposal to lew succession duties, and Sir Vlau 
Lloyd went lound to coufei with those vaiious governments; but 
most of them expiessed disappimal oi np(ioscd the proposal on 
one ground or another The objections ustiallv mged against the 
lew aie (U that the valuation of goods and chattels is difficult. 


' Hates o) huome-Taa Bused on Hu Slab m u. Entered m the 

Et n a in i ti/, l'lfi 


A Individuals, bnrei/istt ied Ftinti, Hindu I ndinded Families and 
issot intunis of persons intlm than Companies) 


Fust 

Next 


Ha lame of income 


Rs Hate 

1,500of lotal ineome \iI 

8,500 , ,, 0 pie- in llie mpee 

5,000 ,, ,, I .lima 8 pies in the rupee 

5,000 ,, ,, 2 annas m the mpee 

2 annas 0 pus mi the mpee 


No tax is payable on imomes nol exceeding Rs 2 000 Income-tax on incomes 
in excess of Rs 2,000 is lestncted to half the excess of the income above 
Rs 2,000 

B Itnle for Companies —2 annas (’> pies in the rupee 

Super-tax In the case of individuals, siipet-tax will be levied on incomes 
above Rs, 26,000, at rates ranging between 1 anna to 7 annas in the tupee 
An income of Rs 1 lakh will pa}‘ 22 pies in the rupee The rale of super-tax 
on companies is 1 anna m the tupee on the whole income (no exempted slab) 
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(2) that the habit of investment is in its infancy, (3) that theve 
are no reliable figures of trading incomes on which the capital 
\alue of business concerns could be based, and (4) that the law 
of Mitakshara joint-family introduces complications which cannot 
be sui mounted 1 Most of these objections have recently lost 
much of their force The difficulties connected with the joint- 
family system are no doubt leal, but they aie not insuperable, as 
the Taxation Enquiry Committee has shown 2 

Some of the provincial Governments lately expressed the 
opinion that succession duties cannot be levied pending the esta¬ 
blishment ol popular government at the Centre This argument 
is not. very convincing, seeing that the autonomous provincial 
governments fulh lesponsible to the people are themselves un¬ 
willing to commit themselves to a deinociatic tax like this, in 
spite of their heavy financial needs The succession duty is by 
no means a communistic niensiue and is fully justified by the 
regiessive bunion of main taxes that aie now' levied oi are 
under contemplation The objections to succession duties can be 
hugely lemoved if <m untaxed minimum is pi (‘scribed and if the 
pnnciple of piogcession is applied in inspect of the value of 
inheritance as well as the remoteness of the hen 

Probate duties have been levied I’m a long tune in some parts 
ol India and although imposed m the foim ot couit fees, they 
partake to some extent of the nature of death duties. The 
existing duties aie inequitable m their incidence, lining confined 
to ceitain classes and communities, and there is no just apportion¬ 
ment of the burden between large and small estates. The 
Taxation Enquiry Committee lecommended an extension of the 
existing lavs in ceitain duet-turns, but no action lias so far been 
taken in this mattei 'The piobate duties can be used as the 
nucleus of a suitable tax on inheritance Succession duties have 
gieat potentialities, fiom the social as well as the fiscal point 
of view, and their introduction cannot long he delayed 

Land Revenue 

On many grounds the provincial tax-system calls for very 
urgent lefomi today Of the two sources which constitute the 
sheet-anchoi of the provincial tieasuiy, land levenue is full of 
anomalies and contradictions, and the other, the excise on drink 
and drugs, is lapidly being extinguished We have therefore to 
carry out a radical refoim ol the land levenue system and to 
devise wxays for leplacmg the liquor excise bv finding more 
suitable sources 

The anomalies of the land revenue system are many There 
is first the disparity between the permanently settled zamindari 


1 Indian Taxation Enquiry Committee Report, p 262 
3 ibid , p 264, 
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land and the temporarily settled land under ryotwari or other 
tenure The assessment of the permanently settled zamindan 
estates was heavy at the time of settlement (1793 in Bengal and 
1802 in Madras), but subsequently owing to the fall in the value 
of money the burden of the assessment has become very light. 
Further, with the extension of cultivation, the zamindars’ rents 
increased considerably, so much so that the State’s dues (peish- 
kash), originallv intended to absoib the bulk (ten-elevenths in 
Bengal and two-thirds in Madras) of the rent, has become a 
small fraction of it today Thus a large unearned increment 
has come into the hands of the zamindars and the many 
intermediaries that came to have a right in land, and hardly any 
of this increment comes into the State fisc The unearned income 
in Bengal is estimated at Bs 12 crores a year In Madras, while 
the peishkash tiom the zamindan aieas continues to be Rs. 45 
lakhs, the rents have increased to about Rs 2,50 lakhs, and thus 
the State’s shaie is les> than 20 pei cent of the total rentals 
This has created a serious inequality in the levenue burden as 
between the zamindan and iyotw.ni aieas Out of a total land 
revenue in Madras (including lnigatiou dues) amounting to 
Rs. 7 ciores, Rs 0-55 croies (94 per cent > comes from ryotwari 
tracts, while the zamindan tiacts which constitute a fourth of 
the total area contribute only Rs 45 lakhs (oi fi per cent of 
the total). Thus the hmden ot land revenue falls heavily on the 
ryotwan and lightly on the zamindan tracts 

£7or are conditions satisfactory within the temporarily settled 
tracts. The principal defect of the land revenue system through¬ 
out India is that the assessment, whether based on net produce, 
net assets, economic rent or rental value, does not conform to 
ability Land levenue is a levy on the land, not on the income of 
the landholder, and theiefore it has essentially to be proportional 
and cannot be progressive Apait from this inherent defect of 
land revenue from the point of view of fiscal theorv, there are 
serious disparities in burden as between land and land, No doubt, 
the levy vanes between grades of land, but this does not measure 
the income from it, as land of equal fertility can be put to 
different uses A cereal ciop may bring in a net income of Rs 40. 
but a commercial crop may yield Rs 200, and both have to pay 
the same assessment In Madras, where the assessment is based 
on standard gram out-turns commuted into money values, paddy 
is taken as the standard for wet lands, cholam and ragi (dry 
grains) for dry lands 1 This system lias continued even after 
commercial crops like cotton, sugarcane, groundnut and tobacco 
have become prominent in our agriculture, and thus the assess¬ 
ments have become far remote from ability In the result, the 

1 It may be noted here that before Akbai's refoimed settlements of 1665, assess¬ 
ments were based on the value of crops also, but in the new system land levenue 
became a tax on land and not on the crop or the ryot's income. 
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assessment may be anything between 5 and 50 per cent, of the 
net produce today. It is generally heavy m cereal-glowmg tracts, 
and comparatively light where commercial ciops are also raised. 
In Bombay also the disparities are pronounced; the assessment 
may be half the rent in one aiea, but may be only a fifth in 
another. 

An important cause of the disparity is that districts were 
settled at various times In Madias, the assessment is made on 
the basis of the giain yield as commuted into money values accord¬ 
ing to the avetage price of the pieuous twenty non-famine years, 
and as the price-level lias varied fiom period to period—owing to 
the operation of the tiade c\cle—the assessment also varies, and 
thus gieat inequalities have arisen in the icvenue burden of differ¬ 
ent distncts Theieforo it would be unfair to stabilize the assess¬ 
ment on the level of any partieulai year 'i et a Madras Committee 
presided over by an experienced civilian in 1967 lecoinmended 
that assessments should in Inline he pitched on the level of 
1913-11. It ma\ be fan to put a stop to periodical enhancements 
without mortgaging the mteiests of the State in perpetuity, but 
the rates of 1913-14 cannot he taken as the basis for stabilization 

The vaganes of the price-level have aggravated these evils 
So long as prices went on using—as they did trom I860 to 1929. 
first gently and then (between 1914 and 1920' rapidly—the burden 
of assessments was not felt, especially in Madras, where it was 
decided in 1924 that enhancements weie not to exceed 18] pei 
cent But a seAerc slump started in 1930, and difficulties began 
to appear. Prices tell by nearly 50 per cent and therefore the 
burden of land revenue became extremelv heavy This led to 
remissions in most provinces, but such remissions cannot rectify 
the inherent defects of the system Thus, what with the 
inequalities of assessment and the vaganes of the trade cycle, 
the prevailing rvotwan systems of assessment have become rathei 
unsuited to the needs of the country. 

The pioblem of the zammdan estates is even more complex. 
Lord Cornwallis believed that agrarian prosperity depended on the 
existence of landloids whose dues to the State were fixed in per¬ 
petuity, and theiefoie he converted a latge number of mere rent- 
collectors into landlords of the English type What he expected 
did not happen, the new landlords took little interest in land and 
many into mediation came into being for the sole purpose of shar¬ 
ing the net product of the land The permanent settlement of 
land levenue has turned out to be a great injustice to the State : 
it has alienated the unearned income fiom land, to which society 
has a right Tmthei, in a woi Id where economic conditions 
change incessantly and the value of money is unsteady, there is 
no justification for settling the revenue demand for all time. A 
liquidation of the whole system is called for; and so long as this 
is done by giving adequate compensation, this will be welcomed 
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by a large proportion of the zamindars. In Madras, the develop¬ 
ment of zamindan aieas has been neglected, irrigation sources 
are not properly maintained, and it has become necessary to 
extend over the zamindan lands also the economic responsibilities 
undertaken by the Government in regard to ryotwari areas 
Lately a Committee of the Madras Legislature has come to the 
conclusion that the tenants are piopnctors of the land and that 
the zamindars are only entitled to the money rents prevailing in 
1801. 1 It is not cleai whether the State is to appropriate what the 
zamindars have thus to lelinquish The historical basiB of the 
Committee’s recommendations is liable to be questioned, but it 
may be conceded that a direct mode of liquidation has too many 
hurdles to smmount 

The refonii ol the i}otwan settlement a bo mises complicated 
issues. In seveial western countries, the taxation ot land takes 
lour toirns, namely (I) a flat rate on the annual oi capital \alue 
ot land, (2) income-tax on agueultuial income' (8) death duties, 
and (4) a local late The land revenue -\ 'tem of India is based 
largely on pre-Bntish pi act ice, but it has been modified to suit 
the best economic ideas ot the nineteenth century, and it has 
developed a technique which is nearh peitect It is the sheet- 
anchor, not only ot the lexenue but the administrative system 
of India; in tact, the whole admmistiatne edifice has been built 
up as an organization pnmarily for administering the land and its 
revenue. To refoim a system so dee pi} entrenched is extremely 
difficult. Some tavour a radical reform, the} would sciap the 
existing system and substitute in its place a late on the capital 
value of land or a pioduce-tax The land taxes of Japan, Aus¬ 
tralia and New Zealand are based on thp capital value of land, 
although theoietieall} such a tax has gieat merits there are vari¬ 
ous practical difficulties in introducing it in this country A tax 
on produce i» even less Mutable The Taxation Enquiry Com¬ 
mittee thought that it might he possible to arrive at a result 
almost equally satistactoiy with much less di^tmb.ince of existing 
conditions (a) by taking annual \alue us the basis of assessment 
for the future, ( b ) b\ standardizing the assessment at ‘25 per cent 
ot the annual \alue, and <c) by piowding for a moderate increase 
in the local late The standardization of assessment at 25 per 
cent would lighten the burden ot taxation on many persons who 
me now pu\ing laigci piopoitions ol their net income fiom land 
as revenue, but would not give am special boon to the smallest 
holders who aie woisl hit As land ie\enue is a tax w rem 
levied at a flat rate, the Committee held that it would he impos¬ 
sible either to graduate it or to give exempt’on to particular lands 
because of the cncumstances of the persons who cultivated 


Report- of the Madras Estate Laud let imendmeut Committee (1038) 
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them. 1 They otfeied. as some justification toi this, the sugges¬ 
tion that the difficulties of the poorest cultivator arise not out 
of land revenue ifelf, but. out of a combination of circumstances 
of which the chief feature is a large extension of uneconomic 
holdings' The leal telief of the pooiest cultivator’, they add. 
' is to bo lound m a better system of rural economy generally, 
rather than in a change of the land revenue system ’ They also 
proposed the mtioduction of an element of progression into the 
taxation of land by the levy of succession duties and an income-tax 
on agricultuial incomes. 

A stiong theoretical case can be made out tor the introduction 
ot an income-tax on agricultuial incomes As has been shown 
above, agricultuial incomes were a*scv-ed to income-tax when that 
tax was fiist introduced (18601, but when it was replaced by a 
licence tax, a eonespondmg burden in the shape of a cess was 
placed on land It was the existence of tins cess that led to 
the exemption ot agricultuial incomes fiom the Income-tax Act 
ol 1886 But the cess was subsequently abolished, and the case 
loi exemption has theiel'ore become weak Kqmty demands that 
imonies tiom land should beai bmdons sunilat to those borne 
by eonespondmg incomes fiom othei sources It is also fan to 
make the levy piogicssive in oidei that the sacrifice may be 
equalized as between huger and smallei incomes But there are 
various adnunistiative difficulties in levying a tax on agricultural 
incomes, and the cost would be lather high Ryots hold land in 
seveial villages, but the Go\eminent accounts are kept sejiarately 
for each village The estimation of cultivation expenses to be 
deducted would also be extiemely difficult, as the ryots seldom 
keep accounts Fuithei, it the exemption limit weie kept at 
Rs. 2,000 fas m the genei.il income tax), very few landholders 
would be liable to pa\ the tax and e\en if the limit weie lowered, 
say to Rs 500 the numbei afleeted might not be laige 2 The 
justification toi mi agiicultmal income-tax would become weak 
if the zamindau estates weie liquidated and piovision were made 
for imposing highei assessments on land beating commercial ciops 

'The need lot adjusting assessments to the price-level has been 
keenly telt at the time ot the recent depiession An assessment 
which is light m noimal times becomes heavy dining a slump; 
when prices aie high, the loxenuc burden is liglit and consequently 
the ivot tails into extiavagant ways and contiacts debts freely, 
but when pi ices tall hea\ily. nealiv the whole net income from 
the land is absorbed by the land revenue, and indebtedness leads 
to foieclostue and loss of land This can be avoided if the land 
revenue is made to vary with the pi ice-level An experiment in 
this direction is being tiled in certain areas in the Punjab There 


1 Report of the Indian 'Filiation Enquiry Committee pp 83-1 

2 op cit , p 212. 
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is a standard assessment based on the commutation into money 
value of the grain share of the State For commutation purposes, 
the prices of the twenty previous yeais aie used If in any year 
prices rise above the level of the commutation petiod, no excess 
assessment will be demanded, but if puces fall below that level, 
a remission will be granted, and this will be calculated on the 
basis of index numbers of prices For this calculation, a formula 
has been devised Tins system is not altogether new A hun¬ 
dred years ago, there was a severe -dump in Southern India, and 
the Government ot Madras introduced in two districts of the 
presidency a similar system of levenne assessment, (called 
Olungu) based on a sliding scale van mg with prices.^ This 
was a success for a time and tbeie w,i^ a pioposal to extend 
it all ovei the presidency, but it wa- Liei «|topped when prices 
lose again ft is extiemelv difficult to lonstunt mdc \ numbers 
ol a reliable kind, and to make land ievenin' depend on such 
index nuinbets is to eouit double Furthei although prices 
fluctuate Iiom season to season and li>"n \< ai to yeai, price 
slumps ol the kind that oenuied in 19 !<kI ate laic and it may 
be possible to pi ovule against unnoi fluctuation-' bv caiiying out 
milder reforms. 

On the whole the least tioublesome course -eem- to be to 
standaidi/e assessment- at 2) per cent of the annual value, as 
lecommended by the Taxation Enquuv ( onunittee, and on top 
of it t,o levy an extra assessment on lands bearing commercial 
crops. The levy of succession duties on agricultural land and an 
income-tax on agricultural incomes laises complex issues, but may 
be necessary in order to meet the State’s need for money, espe¬ 
cially if the zanundari aieas cannot be made to beat a burden 
equivalent to that borne bv the lyotvvan areas. The land revenue 
system should be placed on a statutoiy basis in the provinces wdiere 
it is now administered under executive ordeis The periodical 
resettlements may be stopped, but the legislatme must have powei 
to modify assessments ftom time to time aecoiding to the needs of 
government and the tiend ot the pi iec-level 

Sjfl Vru Tines to Replace Liquor Ercise 

At a time when the provincial Governments badly need 
increased resources, it is unfortunate that many of them have 
to grapple with the serious loss of levenuo arising fiom their 
decision to mtioduce total prohibition, although by stages No 
doubt prohibition is nof meielv a social oi moial experiment: 
it is also an attempt at leadiusting the buidons of taxation. The 
revenue under hquoi excise is paid mostly by labomers, and its 
incidence is extremely regressive, because drinking is most pre¬ 
valent among classes of labourers whose work is irregular and 
wages rather low and uncertain. An intensive enquiry carried 
29 
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out m Salem District (Madras) has disclosed the fact that the 
bulk of liquoi excise was paid by 200,000 out of the ‘2,500,000 
people (i.e 8 pei cent.) of that district. This is perhaps true 
more or less ot other paits of Madras, and may be largely true 
of other provinces also. Noi is this a correct measure of the real 
burden on the dunking classes, for the actual drink bill must 
be at least double the amount of the revenue from liquor excise. 
Thus the position comes to tins, that a single commodity—liquor 
—today costs a small projioition of the people about Rs. 30 croies 
throughout India; it also follows that, if this commodity is kept 
away from the people, then capacity to purchase other less inju¬ 
rious goods will increase to that extent. We know that of the 
purchasing power liberated bj piohibition in Salem, nearly half 
was used for food, 10 per cent, for clothing and similar propor¬ 
tions foi repayment ot debt, amusements, ornaments, etc. This 
fact should help us m finding suitable alternative sources of 
revenue. We must transfei to ot hei consumption commodities 
the burden so fai borne bv alcoholic drinks and dings. 

A suitable device toi tins is the sales tax Sales taxes are 

geneiallv uneven and regiessive in their incidence, and they have 
also certain unfavourable leactions on tiade ami business This 
souice theretoie lemamed undeveloped till the necessities of war 
finance forced it on the Western nations, and although bom in 
emergency, it has staved to become a normal feature of the fiscal 
systems of most countries, with the single prominent exception of 
Great Britain In seveial European countnes today, the sales tax 
is nearly as important a souice of revenue as income-tax or 
customs duties It is also a growing source of ‘ State’ and local 

revenue in the U.S A It takes main forms A broad distinction 

can be made between general and selective sales taxes The 
lattei are taxes on the sale of special commodities, mostly luxuries 
or conventional necessaries A general Sales Tax may be levied 
on all transactions, wholesale and i etail, or it mav be on wholesale 
transactions only Usually the term turn-ovei tax is confined to a 
tax on all tiansactiom, wholesale and letail Some sales taxes 
cover both goods and set vices, while ot.heis cover unly goods The 
Geiman sales tax, lot instance, comprises all transactions and 
includes both goods and seivices The French sales tax is also 
general, but excludes many sei vices like those oi medical men; it 
includes a It) pei cent luxuiv tax, a genei.il tax on retail tran¬ 
sactions and a Inghci tax on iceeipted payments Onginally. the 
tax was collected through stamps on retail sales only in France 
and Germany, but there was much evasion and this form of tax 
was latei superseded bv turn-over taxes on the total receipts of 
business and not merely on retail sales Returns are furnished 
periodically and the tax-collector makes a systematic and thorough 
examination ot ledgers, etc. The rates vary from ,} per cent, in 
Poland to 2 per cent in France and Germany. Canada and 
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Australia levy the tax on the sales of producers and importers only, 
and the rates are 6 per cent and 5 per cent lespectively In many 
of the American States the tax is on retail sales, and the rate 
ranges from a half cent to 2 cents pei dollar. Most of the coun¬ 
tries levy special taxes on luxuries at much higher rates 

The incidence of sales taxes is considered regressive, because 
they are generally shifted to the consumer, and consumption taxes 
fall heavily on the poor Hut some sales taxes can be devised 
bo as not to involve too heavy a burden on the poor. A sales tax 
on luxuries will be slulted, especially if demand is inelastic, and 
therefore the buulen will he on the well-to-do Sumlaily, a sales 
tax on conventional necessaries ms\ not all he shifted, if their 
demand is highly elastic, and the tiadei will eithei beat it or 
shift it back to the ptodiuei The incidence of a general ,-,ales 
(turn-over) tax is much less ceitam, it mjv lamely remain wheie 
it is laid, provided it is levied at a \ei\ low i de The tax lates 
are fairly high in many countnes (2 pel tent i> usual), and that 
is why its incidence lias become lathei ic<iie»sLvc In periods of 
using prices, it is easy foi ictaileis to -lntt the buiden to the 
consumers, but tliib is not so easv when pi ices aie falling. In 
the provinces of India which ate living lo leplaee hquoi excise, 
a general sales tax mav be levied at a very low late, and special 
sales taxes on ceitam luviiies and conventional necessanes at a 
higher rate Articles on which special taxes may be levied are 
motoi cais and accessoties, cement, perfumes, silk and woollen 
cloth, patent medicines, aeiatcd waleis etc In addition to these, 
a legislation oi licence tee on trades and businesses may also be 
desirable, as it will not only bung in some revenue, but will also 
supply essential data on businebs conditions A suitable system 
of sales taxation can be developed in this countiv, provided local 
conditions are taken into account 

The chief advantage of the sales taxes is that they are rather 
productive and that then bin den will he diffused widely, as the 
traders who pa\ them in the hist instance will be able to pass them 
on to others If, hovvevei, sales taxes aie levied at all the stages 
of tiade, it ib ceitam that puces will be affected, especially in 
a boom period, the use m puces inav be nioie than the tax, 
thus transfeuing liom the consumeis mote than what the tiadeis 
[iay to the (loveinment Consumption taxes aie not unknown 
to this country , a large number ot them weie levied eaily in the 
nineteenth centuiv and they greatly impeded tiade and consump¬ 
tion (supra, p 85) If a lim m the puce of necessaries takes 
place without a eoriesponding increase m incomes, tlie standard 
of living of the pooler classes, which is already too low. will dete¬ 
riorate, and this will be contrary to the most cherished object 
of economic development in India As against this, it is fair to 
add that, however regiessivo a sales tax may he. it cannot be 
more regressive than the liquor excise which it is replacing, and 
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therefore it is the lesser ot the two evils No doubt, the labourer 
will have to beai u heavier burden; but this burden will be 
borne more by mban than rural labourers and so may not be too 
unfau. The rmal worker, whether a tenant 01 a labourer receiv¬ 
ing wages in kind, consumes mostly articles produced by himself, 
and his purchases aie largely confined to salt and kerosene oil; 
on tlie other hand, the uihan lahomeis have to piuchase nearly 
even thing they consume This can be seen iiom the family 
budget enquiries earned out lecently. II the uihan classes will 
thus have heaviei bmdens, it is but fan to admit that their incomes 
me also huger and steadiei, and that tlie tax burdens borne by 
them in the past have not been too heavy 

Selective sales taxes have been imjxised by seveial provincial 
Governments in India, but only Madras has so tm levied a general 
sales tax Under the Madias General Sales Tax Act (1939), all 
dealeis whose tmn-ovei in any vear exceeds Rs 10,000 will he 
liable to tax The standard late is one-half of one per cent , blit 
those whose turn-over does not exceed Rs 20,000 a year will 
pay u flat into of Rs a per month Sales ot bullion and specie, 
cotton and cotton yam, and hand-woven cloth sold by persons 
dealing exclusively tn such cloth will he exempt from taxation 
The sale of hides and skins, whethei tanned or untanned, will 
be taxed at a single point only In Older that the tax may not 
be too great a burden on expoitei* of finished goods, a rebate of 
one-half of the tax will be allowed on the sale ot such articles for 
delivery outside the province 

Tobacco 

Tobacco is a commodity which can be madp to bear a large 
tax burden, yet it bears hardly any in most parts of India. ‘It 
is a typical instance of a conventional luxuiy whose use goes 
down to the poorest classes, and it is an aiticle the consumption 
of winch can he varied greatly both in quality and quantity accord¬ 
ing to the means of the consumer '' Tobacco has long been 
regarded as a suitable object of taxation but, although the matter 
was consideied seveial times, administrative difficulties always 
■flood in the way 2 In France, tobacco is a government monopoly 
and the State taises a huge revenue by it Tn the French posses¬ 
sions in India, the privilege of selling tobacco is sold by auction 
under conditions which give each shop a practical monopoly of 
a local area, hut cultivation and manufacture are not restricted. 
Several ot the Indian states iaise a large revenue from tobacco. 
Tn Tiavancote, cultivation is prohibited and a duty is levied on 
the tobacco entering the State. In Cochin, there is a licence 

' Report oj the Indian Taxation Enquiry Committee, p 155 

2 In parts ol Madras (Coimbatoie, Malabar and South Kanara) country tobacco 
was a State monopoly and in former times (1811 to 1858) cultivation was not 
allowed eveept under licence. 
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fee on tobacco, botli wholesale and retail. In Patiala, free culti¬ 
vation is permitted, but the cultivator must sell hi* crop to licensed 
vendors, who have the sole monopoly of the right to sell in pre¬ 
scribed areas. The revenue return amounts in Travancore to 
8 annas per head, in Cochin 4 annas, in Patiala 2^ annas and in 
French India 6 annas The Indian Taxation Enquiry Committee 
recommended a system of licensing, leading ultimately to selling 
the monopoly of retail vend in specified aieas The Government 
of Bombay levy a sales tax on tobacco sold in urban areas and on 
cigarettes Madras at fust contemplated taxing tobacco on the 
monopoly \end basis, but later decided to low a turn-over tax on 
the sale of manufactured tobacco, both wholesale and letail. 
Retail dealers in manufactured tobacco have to pay a graduated 
tax on their sales, and wholesale dealeis in leaf tobacco will have 
to take out a licence b\ paying an annual lee The use of tobacco 
will not be restricted in any way, but a hunt will be imposed on 
the quantity that may be possessed ioi pnvate use in order to 
prevent evasion of the provisions of the Act. 

Under the Government of India \ct. 1931, the excise on 
tobacco is a central subject, and the ptmmces can tax the com¬ 
modity only under ‘ taxes on the sale of goods’ When the new’ 
constitution was drawn up, it was I'eatod that the central Govern¬ 
ment’s right to lev\ excises might be used to undermine provincial 
sources like land revenue, hut what leallv happened was an 
invasion by the piovinces of the central sphere of taxation The 
sales taxes already levied or pioposed, the tobacco tax and the 
employment tax trench ujxm important central sources like 
excises and income-tax, and to this extent the domain of central 
taxation has been restricted The Federal Court has upheld the 
right of the provinces to lew sales taxes, but lias also advised 
forbearance on their pait, hut such forbearance may not be 
expected immediately, as they are struggling hard to replace the 
liquor excise revenue Sales taxes will not only limit central 
resources; they may also pi event the growth of the ‘commerce 
power’ in the central Government, which is essential for the un¬ 
impeded progress of internal trade In the United States, the 
weak fedeial authority in economic matters under the original 
constitution was amplified and enlaiged by the determined attitude 
taken by the Supreme Court Those who desire that India should 
be a united nation must see that the Centre gets ample power 
and resources for discharging its important co-ordinating functions 

Non-Tar Revenue 

There has lately been a decline m the revenue from non-tax 
sources in India Of the two Government monopolies of this 
country, opium which once brought in as much as Rs. 10 crores 
to the State fisc has nearly disappeared; salt remains, but with 
little scope for expansion. There is a valuable domain in the 
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State foiests, but we lia\e so far attended to conservation rather 
than exploitation. The railways brought in a steady revenue after 
the War, but owing to vaiious causes this item has experienced a 
setback since 1980 Other public utilities, esjieeiallv hydro¬ 
electric schemes, have been nurtuied lately, especially m Madras, 
the Punjab and the United Provinces, hut they have not yet 
begun to yield any consideiable income 

Most of the public utility undertakings were begun with a view 
to social benefit; the financial motive was not piominent at first. 
But there lias lately been a change all ovei the world, due chiefly 
to the necessities of tlie State Public utilities have everywhere 
become indirect tax collectors 1 Thus irrigation works weie 
begun in India as an insurance against famine, but they have 
since become a steady soutce of revenue, and some of the oldei 
irrigation works conti ihute as much as ’20 pet cent on the capital 
invested The motive behind railway constitution was originally 
the prevention of famine, todav, howevei, they have become a 
potent agency toi economic development and a iovenne-giving 
asset The exploitation ol power supplies is m its infancy 
Pertain piovinces have installed costly plants I'oi genoiating elec¬ 
tricity, and it distiilmtion is carefully attended to, they will become 
a sure agency foi economic development and also a steady source 
of public revenue Urban transport flight lailwavs, tiamways, 
omnibus services, etc ) has so fai been left to municipal or private 
enterprise, but it may he desirable I'm the State to intervene, 
in the interests of both the public good and the tevenne Peitam 
Indian states have established monopolies in bus traffic and per¬ 
haps their expenence deseives to he caiefullv watched by others 
There, .lie also other advantages in developing public utilities 
They add to the national income and give steady employment to 
large numbers 

The Slate must now look tor the expansion of not only public 
utilities projieilv so called, hut also othei public undertakings 
which mav contribute to the levenue as well as to economic deve¬ 
lopment There is great scope for State undertakings in Tndia 
without restricting private enterprise unduly One such direction 
is insurance In Italy and Japan, insurance is a State monopoly; 
the latter runs it m conjunction with the Post Office Insurance 
is a subject of such vital inteiest, to the community that it cannot 
be left in private hands Alieadv the Post Office is managing an 
lnsmance business, although I’m State employees only, and an 
extension of its scope is desirable It mav not be desirable to 
make insurance a State monopoly; the State may obtain a steady 
revenue by the taxation and control of insurance companies. 
Another field for expansion is fisheries Pish is a valuable article 
of diet and a larger supply of it will make the Indian diet more 


M (1 Glae^er, Public Utility Econontus (19311, p 585. 
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balanced than it is today. But this will not be done unless the 
Government take a direct inteiest in it. Nor will this be a waste 
of public money. Japan obtains a large revenue from her fisheries, 
and in recent yeais, thanks to State enterpuse, a considerable 
part of Japan's national income comes from fish India has a 
large coast-line and extensive potentialities foi rearing fish, and 
it is high time the State adopted an enteipusing policy in this 
mattei. 

The opposition in the past to the extension of State enter¬ 
prises was chiefly due to the fear of political influence and the 
well-known impel lections of public employees But it. has been 
shown lately in western emmlnes that business methods can 
he adopted in Government offices, paith by giving special train¬ 
ing to public employees and paith In lecuuting experienced 
business men foi special posts undei the Government The foima- 
tion of a pool of officers foi holding posts in the Finance and 
Commeice Secietaiiats of the Government of India is peiliaps a 
step in this direction 

However efficient public employees mav become, there are 
dangers m a democratic government dircetlv managing business; 
no business can be safe it it comes undei the influence of party 
politics The system of leaving public enterpiises to be managed 
by senu-pubhc coiporations is theiefore coming into vogue Such 
‘public service boaids’ in (heat Britain are the Poit of London 
Authority, the Foiestiy Commission, the British Broadcasting 
Corporation, the f'enlial Electricity Board, the London Passenger 
Transport Board and the various Agncultuial Marketing Boards 
They are all free fioni the influence of paitv politics and are 
managed by experienced business men. appointed for a period of 
years 1 India has already a few similar organizations, e g the 
Reserve Bank and the Port Trusts; provision lias also been made 
in the new' Constitution lor a Statutoiv Railway Authority A 
statutory tariff commission may perhaps be a desuable addition 
to tins group. As public enterprises expand and governments 
come more and more under tlie influence of party politics, it 
would be best to leave to linpaitial expeit management such 
concerns as are of vital concern to the community' 

5(7 .1 Xeic Financial Outlook 

Indian governments m the past followed a conservative financial 
policy; to raise as few taxes as possible and keep expenditure down 
to the minimum—this was the dominant idea in those days 
Perhaps this was justified when the people of the country had 
no great share m the government But now that responsible 
self-government is being progressively realized, there must be a 
thorough change in this policy. In future, financial policy must 


W A. Robson, Public Enterprise (1937) 
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subserve the economic development of the country. It is not 
sufficient to maintain law and older; the Government must aim 
at maximising the economic welfare of the community by increas¬ 
ing production in the country and raising the income and the 
standard of life of the people. With such an aim in view, the 
Finance Ministry of each Government must co-operate with the 
Development and othei ministries; with such a change of atti¬ 
tude. not only public expenditure but taxation and loan policies 
should assume new aspects. 

It is often .ugued tli.it the piesent tax-burden is too heavy for 
a poor countiv like India, and that the limits of India’s taxable 
capacity vveie reached long ago This view is based upon a mis¬ 
conception as to the nature and purpose of public finance It is 
true that India is a poot countiv and that the burden of the exist¬ 
ing taxes is fanly high foi certain classes, but it is also true that, 
if poverty is to be diminished, it is essential to laise more revenue, 
paiadoxical as this may appear The tax-burden of India may be 
heavy if the revenue is to be spent chiefly on the security services, 
but, provided the increased revenue were used for a well-planned 
scheme of economic impiovoment, more tevenue could be raised 
and vet the relative tax-burden might at the same time be 
’lightened Tn the piesent circumstances of Tndia a larger expendi¬ 
ture on economic and social services would inciease the national 
income Although the additional taxation needed for the purpose 
might be felt as a hardship for a time, it would soon increase 
the people’s ‘ taxable capacity' ’ and thus eventually lighten their 
tax-burden 1 Hitheito taxation has often been regarded as neces¬ 
sarily involving a loss to the community, but, if the financial 
system is adjusted on the pimciple of maximum social advantage, 
a tax will ‘ no longer he legalded as a burden to he exacted from 
the unwilling victim hut as a contribution cheeifullv rendered bv 
those who aie ahv r e to the sense of collective responsibility implicit 
in the very conception of demociacv ’ ffleligmanl \fter all, taxa¬ 
tion means a transfer of purchasing flower from the individual to 
the public authority, and if that authoiitv uses the funds for under¬ 
taking really beneficial economic or social services, the community 
will get good value for the amount paid Of course, while many 
taxes are levied ‘from each according to his ability’, several of 
the benefits accruing mav go ‘ to each according to his needs ’ 
In some cases the poor mav benefit more than the rich, but that 
is as it should be and is necessary in order to produce the maximum 
social advantage Such an attitude has latelv developed in the 
West’, and it is gratifying to think that it conforms precisely to 
the financial ideal which (accoiding to Kalidasal guided King 
Dileepa and all good kings in ancient Tndia 2 


1 The term ‘ taxable capacity ’ is itself a misnomer, as shown by Dalton 
(Public Finance, p 160), and T n^-e it here only in a general sense. 

’ See footnote on page 6 
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We must therefoie levise our conceptions of taxation and 
taxable capacity Tins country has reached a stage at which 
greater expenditure by the State is essential foi an advance in 
economic and social welfare It is essential in order to make 
life vvoith living, not only for the pool but also for the rich A 
hold policy of expendituie on social and economic services is 
needed in the interests of the whole country Sir Walter Layton 
put this cogently in Ins tepoit to the Simon Commission ‘ There 
can be little doubt’, he said, ‘that, in conditions such as those 
which now obtain in India it should be possible to stimulate 
production and to mciease the welfaie of tin people by public 
expenditure designed to give gientei economic security fbv irriga¬ 
tion works, improved and mote varied methods of cultivation, 
etc.), better physical well-being (sanitation, water-supply, improved 
public health, etc), and education Indeed taxation may be the 
only practical means of creating a better and more secure 
livelihood ’ 1 

Our hoi rowing |*oliev must also become more enterprising 
Till latelv, the loan pohc\ of the Governments in British India 
was unduly strict Hitherto loan funds were not ordinarily used 
for capital works unless the\ could be classed as ‘remunerative’, 
i.e hkelv to produce at least a ceitain annual percentage yield 
on the capital invested aftei ten yeais from completion From 
I April 192] to HI Mai eh 1937 this ‘ pioduetivity test late ' was 
6 per cent Undei Piovineutl Autonomy piovincial Governments 
have full power to fix this late tor application to their own capital 
works and the Madras Government lias fixed it at 4 per cent 
for the present Further, undei the Act o! 193") the piovin- 
cial Governments have piactiealh full poueis in regard to 
borrowing, though the totmal consent ot the eential Government 
is required foi bon owing out of India and for all borrowing 
by a piovincial Government which lias not fully repaid its debt 
to the central Government The scope lot bon owing witlun the 
country lias also widened latch The loans raised m 1937 and 
1938 bv ceitain piovincial Governments were well received and 
some weie ovei-subscribed These facts augur well for an active 
policy of capital expenditure in fill me 

Governments need not onlv long-term loans, but also accom¬ 
modation for short |)eriods m order that their day-to-day needs 
may be met Kspecialh in India, such needs aie great at times, 
as revenues come m late Hitheito, the eential Government, as 
banker, supplied such needs of the provinces, but from 1 April 
1937 they have to make then ow n arrangements The provincial 
governments have proved themselves to be equal to the situation. 
Several of them have issued treasury bills and thus raised 


Simon Commission Report, vol II, p 208, 
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short-term funds at. low mtes of interest In Madras, the first 
issues were for six months; later three-months bills were issued. In 
this, as in other matters, most provincial governments have achieved 
good results, and then credit in the money maiket stands high 

Ye rd for Plannmc / and Co-ordination 

The task befoie the countiy is \ast and difficult We need 
a new economic policy and this must be accompanied by a 
new financial outlook Popular 1\ elected bodies may find it ex¬ 
tremely difficult to draw up such plans Each in Western countries 
wheie the level of [lopiilar education is high, legislatures deem them- 
sehes unfit loi such difficult work The piovincial Secretariats are 
doing excellent work in their way, but their hands aie already full 
with the heaw duties of day-to-day administration Further, for 
the formulation of new economic jxfficies the assistance of persons 
with the necessary special training and equipment is essential. 

The ap|>oiiitment of committees of enquiry in regard to parti¬ 
cular questions will help greatly m obtaining new ideas, but in 
view of the y\ide leeoiistruction that is called for. the (lovernments 
m India need economic general staff’s, which should continuously 
study and inteipret a wide lange of economic phenomena and 
advise the Governments on questions of policy The Govern¬ 
ment of India have given the lead by appointing an Economic 
Adviser, and it seems likely that the Provinces will have to 
follow this lead in one foim 01 other 

In the piesent circumstances o( the wot Id, the most careful 
and energetic policy is needed in regard to central concerns like 
curiency. tanff's, foieign and mtei-piovincial trade, and the deve¬ 
lopment of key industnes Not only the unity of India, but also 
the healthy development of its resources and their just distri¬ 
bution as between aieas and economic gtoups, depend largely 
on the activities of the cential (or Federal) Government Hence 
the great importance of that Government's having ample resources 
and adequate |>oweis for cairying out a vigorous economic policy. 
It is for the provincial Governments to co-operate with the Centre 
in the carrying out of its policy, and any attempt to undermine the 
central sources of levenue would be detrimental to the highest 
interests of the country 

On most of the questions under the purview of the provincial 
Government, each province must develop on separate lines best 
suited to its environment Considering the great diversity in the 
conditions of India, one may doubt the wisdom of leaving the 
formulation of jxilicy in such important matters to an all-India 
body of experts Such a body may draw r up certain general 
principles, but further questions will then arise as to the best 
methods of applying those principles to local conditions in the 
various provinces and these can only be solved locally. 
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There me indeed matters, including even some of direct pro¬ 
vincial concern, m winch uniformity between provinces is essential. 
Social legislation is one of them The coming of the Congress 
Paity into jiower loosed great expectations among the woik- 
mg classes throughout India, and tins was paitlv responsible 
for the laboui troubles that soon aiose in most pails of the 

country In many provinces legislation foi regulating wages and 
hours of work is contemplated and plans foi unemployment insur¬ 
ance are also being drawn up Such legislation in one ptovince 
in advance of otlieis mav scnnusly handicap the industiies oi that 
province In evety wav, it would thereto)e be desirable to make 
such legislation unifoiin tbrougliout the countiy. or at least in 
provinces winch have analogous pmhlems In Canada sonal legis¬ 
lation is exclusively a provincial subject, and tins lesnlts in 
frequent clashes between the mteiesls of different governments 
In India social legislation is a conmnent subjeit, and as the 

central Government ma\ not lake up tin 1 subject foi various 
leasons, it is essential that the legislation in the vaiious provinces 
should be co-ordinated 

On the othei hand, in manv othei matteis, much may he 
gained by each province chalking out lint's of rcfoim for itself 
In administration theie is no hettei method than tnal and eiror 
If a measure succeeds in one prmince, otlieis may adopt it with 

modifications, if it fails, tin* experience will still be useful for 

the guidance of other pi ounces In any ease every province 
should have earn access to the icsults ot the experience of others, 
and for this pm pose theie is a gieat need for a clearing house of 
information in the central (lovei mnent. which would carefully 
collect detailed accounts of all the measuies undertaken in the 
\anous provinces and diuw up petiodieal lepoits on the working 
of those measures 


^9 Conclusion 

India has latch enteied on a new jiolitual epoch Within two 
\ears of its intiodiiction l’louneial Xutonomv has pto\ed a suc¬ 
cess, at any rate fiom the financial standpoint H\ making the 
welfare of the masses their prime concern, the new’ provincial 
Governments have aroused a new hope among the common people, 
and, sustained by such a living hope, India may in fntuie rise to 
much higher levels of economic and social attainment. The coun¬ 
try is throbbing with life; there is a great urge everywhere for 
improvement At tins juncture, development on fairly uniform 
lines is very desirable from many points of view If some pro¬ 
vinces or states lag behind, the pace of progress of the rest of 
India will be hindered. To ensure a reasonable degree of uni¬ 
formity, there must be a co-ordinating authority, and m a country 
of such diversities as India, only a Federation can fulfil that 
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function Federation will not only ensure peace and unity within 
this sub-continent, but will also enable India to occupy her proper 
place in the British Commonwealth of Nations. India which con¬ 
tains a fifth of the world’s population, is bound to attain a high 
place among the nations after federation, and this may stiengthen 
the foices that are struggling for peace and ordered progress 
throughout the world Mankind is in the throes of a great 
stiuggle, and, if India is to plav an honourable role in this 
struggle, she must pull heiself together and use above the clash 
of race and cieed and colour Bhe must become a united Federal 
Commonwealth, of which the numerous states as well as the eleven 
provinces will be integral parts Is it too much to expect that 
this hope will soon be fulfilled 9 
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Year 


Name 


1860 

1861 

1862 

1863 

1864 

1865 

1866 

1867 

1868 

1869 

1870 

1871 

1872 

1873 

1874 

1875 
1876. 

1877 

1878 

1879 

1880 

1881 

1882 

1883 

1884 

1885 

1886 

1887 

1888 


The Rt Hon .lamps Wilson 
| The Rt Hon Samuel L.ung 

j* Sir Charles Trevelyan, K.C.B. 

) The Rt Hon \\ N Mnssev 

J 

► Sir Richard Temple, K C S I 

| Sir William Muir, K C S 1 

} 

}■ Sir John Strachey, K.C.S 1 . C I E 

i 

1 Lord Cromer, C S I , C.I E (Major Evelyn 
| Baring) 

1 

J- Sir Auckland Colvin, K.C.M G , C I E 

j 

Sir James Westland, K C S.l. 


1889 

1890 

1891 

1892 

1893 

1894 

1895 

1896 

1897 

1898 

1899 


| Sir David Barbour, K C S 1 


!- Sir James Westland K.C.S.I 
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Year 


Name- 


1000 

1901 

1902 1 

1903 < 

1904 j 

1905 'j 

1906 y 

1907 

1908 J 

1909 1 

1910 | 

1911 V 

1912 j 

1913 ) 

1914 ) 

1915 j 

1916 y 

1917 | 

1918 J 

1919 

1920 i 

1921 f 

1922 J 

1923 1 

1924 j 

1925 [ 

1926 f 

1927 j 

1928 J 

1929 1 

1930 j 

1931 I 

1932 f 

1933 I 

1934 I 

1935 1 

1936 J 

1937 1 

1938 j 
1989 ... 


Sir Clinton Dawkins, KCB 

Sir Edward F (1 Law, K.C.M.G., (1 C.S.I. 

Sir Edward Baker, K.C S I. 

Sir Guy F Wilson, G.G.l E, K C.B., K C.M.G 

Sir William Me^er, G.C.T E K C S J 

Sir James (now Lord) Heston, K C S.J 

Sir Malcolm (now Loid) Hailey, I(C SI., C.I.E 

Sir Basil P. Blackett, K.C.B., K C.S I 


Sir George Schuster. I\ C M G., C B E , M C., K.C S.I 


Sir P Janies Gngg, K.C.B , KC SI 
Sir A J Raismen. K.C I.E., l C.S 


30 
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GOVERNMENT OF INDIA ACT. 1935 
PART VII 

FAMINE, PROPERTY, CONTRACTS AND SUITS 
CHAPTER I 
FINANCE 

Dutribution of Revenues between the Federation and the 
Federal Units 

136. Subject to the following provisions of this chapter with 
respect to the assignment of the whole or part of the net proceeds 
of certain taxes and duties to Provinces and Federated States, and 
subject to the provisions of this Act with inspect to the Federal 
Railway Authority, the expiession ‘ levenues of the Federation 
includes all revenues and public moneys raised or lecmved by 
the Federation, and the expression ‘ levenues of the Province ' 
includes all revenues and public moneys raised or received by a 
Piovmce. 

137. Duties in lespect of succession to propeity other than 
agricultural land, such stamp duties as are mentioned in the Federal 
Legislative List, terminal taxes on goods or passengers carried by 
railway, or air and taxes on railway fares and freights, shall be levied 
and collected bv the Federation, but, the net proceeds in any financial 
year of any such duty or tax, except in so far as those proceeds 
represent proceeds attributable to Chief Commissioners’ Provinces, 
shall not form part of the revenues of the Federation but shall be 
assigned to the Provinces and to the Federated States, if any, within 
which that duty or tax is leviable in that year, and shall be distri¬ 
buted among the Provinces and those States in accordance with such 
principles of distribution as may bp formulated by Act of the Federal 
Legislature 

Provided that the Federal Legislature may at any time increase 
any of the said duties or taxes by a surcharge for Federal purposes 
and (lie whole proceeds of any such surcharge shall form part of the 
revenues of the Federation. 

138 (1) Taxes on income other than agricultural income shall 

be levied and collected by the Federation, but a prescribed percentage 
of the net proceeds in any financial year of any such tax, except in 
so far as those proceeds represent proceeds attributable to Chief 
Commissioners’ Provinces or to taxes payable in respect of Federal 
emoluments, shall not form part of the revenues of the Federation, 
but shall be assigned to the Provinces and to the Federated States, 
if any, within which that tax is leviable in that year, and shall be 
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distributed among the Provinces and those States in such maimer 
as may be prescribed. 

Provided that— 

(a) the percentage originally prescribed under thiB sub-section 
shall not be increased by any subsequent Order in Council, 

(i>) the Federal Legislature may at any time inciease the said 
taxes by a surcharge for Federal purposes and the whole 
proceeds of any such surcharge shall form part of the 
revenues of the Federation 

(2) Notwithstanding anything m the preceding sub-section, the 
Fedciation may letinn mil <>I the moneis assigned b\ that sub-section 
to Provinces and States— 

(u) in each \e,\r ot a piex-nlud pet ml '-uili sum as ina\ be 

prescribed; and 

{ b ) in each year of a further prescribed period a srni less than 
that retained in the preceding year bv an amount being 
the same amount m •*.»< It \e,u -o •• dculatcd tli it the 
sum to be retained in the last \ear of the period will be 
equal to the amount of each such annual reduction 

Provided that— 

(i) neither of the periods originally prescribed shall be reduced 
by any subsequent Older in Council 

(li) the Governor-General in his discretion in.n in any year 
of the second prescribed period dnect that the sum to 
be retained by the Federation in that year shall be the 
sum retained in the pi seeding year, and that the second 
prescribed period shall he correspondingly extended, but 
he shall not give any such direction except after consul¬ 
tation with such representatives of Federal, Provincial 
and State interests as he may think desirable, nor shall 
he give any such direction unless he is satisfied that the 
maintenance of the financial stability of the Federal 
Government requires him so to do. 

(3) Where an Act of the Federal Legislature imposes a stir 
charge for Federal purposes under this section, the Act shall provide 
for the payment by each Federated Slate in which (axes on income 
are not leviable by the Federation of a contribution to the revenues 
of the Federation assessed on such basis ns may be pieseribed with 
a view to securing that the contribution shall be the equivalent, as 
near as may be, of the net proceeds wdiich it is estimated would 
result from the surcharge if it were leviable in that State, and the 
State shall become liable to pay that contribution accordingly. 

(4) In this section— 

‘taxes on income ’ does not include a corporation tax, 

' prescribed ’ means prescribed hv His Maiestv m Council, 
and 

‘ Federal emoluments ’ includes all emoluments and pen¬ 
sions payable out of the revenues of the Federation or 
of the Federal Railway Authority m respect of which 
income-tax is chargeable 

139. (1) Corporation tax shall not be levied by the Federation 
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in any Federated State until ten years have elapsed from the 
establishment of the Federation. 

(2) Any Federal law providing for the levying of corporation 
tax shall contain provisions enabling the Ruler of 11113 Federated 
State m which the tax would otherwise be leviable to elect that the 
tax shall not be levied in the State, but that 111 lieu thereof there 
shall be paid by the State to the revenues of the Federation a con¬ 
tribution as near as may be equivalent to the net proceeds which 
it is estimated would result from the ta\ if it were levied in the 
State 

(3) Where the Ruler of a State so elects as aforesaid, the 
officers of the Federation shall not call for any information or returns 
from any corporation in the State, but it shall be the duty of the 
Ruler theieof to cause to be supplied to the Auditor-General of India 
such information as the Auditor-General may reasonably require to 
enable the amount of any such conti lbution to be determined. 

If the Ruler of a State is dissatisfied with the determination as 
to the amount of the contribution payable by his State in any 

financial 3 car, lie may appeal to the Fedciul Coutt, and if he 
establishes to the satisfaction of that Gouit (hat the amount deter¬ 
mined is excessive, the Court shall iodine the amount accordingly 
and no appeal shall lie from the decision of the Court on the 

appeal 

140 (1) Duties on salt, Federal duties of excise and export 

duties shall be levied and collected by the Federation, but if an 

Act of the Federal Legislature so provides, there shall be paid out 
of the revenues of the Federation to the Provinces and to the Fede¬ 
rated States, if any, to which the Act imposing the duty extends, 
sums equivalent to the whole or any part of the net proceeds of 
that duty, and those sums shall be distributed among the Provinces 
and those States m accordance with such principles of distribution 
as may be formulated by the Act. 

(2) Notwithstanding anything in the piecedmg sub-section, one 
half, or such greater proportion as Tfis Majesty in Council may 
determine, of the net proceeds m each year of any export duty on 
jute or jute products shall not form part of the revenues of the 
Federation, but shall be assigned to the Provinces or Federated 
States in which jute is grown in propoition to the respective amounts 
of jute grown therein 

141. (I) No Bill or amendment which imposes or varies any 

tax or duty in which Provinces are interested, or which varies the 
meaning of the expression ' agricultural income ' as defined for the 
purposes of the enactments relating to Indian income-tax, or which 
affects the principles on which under any of the foregoing provisions 
of this chapter moneys are or may be distributable to Provinces or 
States, or which imposes any such Federal surcharge as is mentioned 
in the foregoing provisions of this chapter, shall be introduced or 
moved in either Chamber of the Federal Legislature except with the 
previous sanction of the Governor-General in his discretion. 

(2) The Governor-General shall not give his sanction to the 
introduction of any Bill or the moving of any amendment imposing 
in any year any such Federal surcharge as aforesaid unless he is 
satisfied that all practicable economies and all practicable measures 
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for otherwise increasing the proceeds of Federal taxation or the 
portion thereof retainable by the Federation would not result in the 
balancing of Federal receipts and expenditure on revenue account in 
that year. • 

(3) In this section the expression ' tax or duty in which Pro¬ 
vinces are interested ' means— 

(a) a tax or duty the whole or part of the net proceeds whereof 

are assigned to any Province, or 

( b ) a tax or duty by reference to the net proceeds whereof sums 

are for the time being payable out of the revenues of the 

Federation to any Provinces 

142. Such sums as may he pi escribed by His Majesty in Council 
shall be charged on the levenues of the T"deration in each ’sear as 
grants in aid of the revenues of such Provinces as His Majesty may 
determine to be in need of assistance, and difhicnt sums may be 
prescribed for different Provinces 

Provided that, except in the case of the North-West Fmntier 
Province, no grant fixed under this section shall be incieased bv a 
subsequent Order, unless an address has been presented to the 
Governor-General by both Chambers of the Federal Legislature for 
submission to His Majesty praving that the increase may be made. 

143 (1) Nothing in the foregoing provisions of this chapter 
affects any duties or taxes levied in any Federated State otherwise 
than by virtue of an Act of the Federal Legislature applying in the 
State. 

(2) Any taxes, duties, cesses or fees which, immediately before 
the commencement of Part ITT of this Act, were being lawfully 
levied by any provincial Government, municipality or othoi local 
authority or borlv foi (he purposes of the Province municipality, 
district or other local area under a law in force on the first day of 
January, nineteen hundred and thirty-five, mav. notwithstanding that 
those taxes, duties, cesses or fees are mentioned in the Federal 
Legislative List, continue to he levied and to be applied to the, same 
purposes until provision to the contrary is made bv the Federal 
Legislature. 

144 (1) In the foregoing provisions of this chapter ‘ net pro¬ 
ceeds ’ means in relation to any tax or duty the proceeds thereof 
reduced by the cost of collection, and for the purposes of those pro¬ 
visions the net ptoceeds of any tax or duty, or of any part of any 
tax or duty, in or attubutable to any area shall be ascertained and 
certified bv the Auditor-General of Tndia whose ceitificalcs shall he 
final 

(2) Subject as aforesaid, and to any other express provision of 
this chapter an Act of the Federal Legislature may, in any case 
where under tins Part of tins Act the proceeds of anv duty or tax 
are, or may be, assigned to any Province or State, or a eontnbution 
is, or may be, made to the revenues of the Federation by any State, 
provide for the manner in which the proceeds of anv duty or tax 
and the amount of any contribution are to he calculated, for the 
times in each year and the manner at and in which any payments are 
to be made, for the making of adjustments between one financial 
year and another, and for any other incidental or ancillary matters. 
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The Crown and the States 

145. There shall be paid to His Majesty by the Federation in 
each year the sums stated by His Majesty’s Representative for the 
exercise of the functions of the Crown in its relations with Indian 
States to be required, whether on revenue account or otherwise, 
for the discharge of those functions, including the making of any 
payments in respect of any customary allowances to members of 
the fanulv or sonants of am fntmpr Huler of any territories in 
1 ndia 

146. All cash contributions and payments in respect of loans 
and other payments due from or by any Indian State which, if thiB 
Act had not been passed, would have formed part of the revenues 
of India, shall be received by His Majesty, and shall, if His Majesty 
has so directed, be placed at the disposal of the Federation, but 
nothing m this Act shall derogate from the right of His Majesty, 
if he thinks tit so to do, to remit at anv time the whole or any part 
of any such contributions oi payments 

147. (1) Subject to the provisions of sub-section (3) of this 
section, His Majesty may, m signifying his acceptance of the Instru¬ 
ment of Accession of a State, agree to remit over a period not 
exceeding twenty years from the date of the accession of the State 
to the Federation any cash contributions payable by that State 

(2) Subject as aforesaid, where any territories have been volun¬ 
tarily ceded to the Crown by a Federated State before the passing 
of this Act— 

(a) in return for specific military guarantees or 

(b) m return for the discharge of the State from obligations to 

provide military assistance, 

there shall if His Majesty, in signifying his acceptance of the Instru¬ 
ment of Accession of that State, so directs, be paid to that State, 
but in the first mentioned case on condition that the said guarantees 
are waived, such sums as in the opinion of His Majesty ought to be 
paid in respect of any such cession as aforesaid 

(3) Notwithstanding anything m this section— 

(a) every such agreement or direction a? afoiesaid shall be such 
as to secure that no such remission or payment shall 
he made by virtue of the agreement or direction until the 
Provinces have begun to reemo moneys under the sec¬ 
tion of this chapter relating to taxes on income, and, in 
the case of a remission, that the remission shall be com¬ 
plete before the expiration of twenty years from the date 
of the accession to the Federation of the State in ques¬ 
tion, or before the end of the second prescribed period 
referred to in sub-section (2) of the. said section, which¬ 
ever first occurs; and 

(t>) no contribution shall be remitted by virtue of any such 
agreement save in so far as it exceeds the value of any 
pnvtlege or immunity enjoyed by the State, and 

(c) in fixing the amount of any payments in respect of ceded 

territories, account shall be taken of the value of any 
such privilege or immunity. 
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(4) This section shall apply in the case of any cash contribu¬ 
tions the liability for which has before the passing of this Act been 
discharged by payment of a capital sum or sums, and accordingly 
His Majesty may agree that the capital sum or sums so paid shall 
be repaid either by instalments or otherwise, and such repayments 
shall be deemed to be remissions for the purposes of this section 

(5) In this chapter ‘ cash contributions ’ means— 

(a) periodical contributions m acknowledgment of the suzerainty 

of His Majesty including contributions payable in con¬ 
nexion with any arrangement for the aid and protection 
of a State by His Majesty, and contributions in commu¬ 
tation of any obligation of a State to provide military 
assistance to TIis Majesty, or in respect of the main¬ 
tenance by His Majesty of a special force for service in 
connexion with a State, or in respect of the maintenance 
of local military forces or police or in respect of the 
expenses of an agent; 

(b) periodical contributions fixed on the creation or restoration 

of a State, or on a re-grant or increase of territory, 
including annual payments for grants of land on perpetual 
tenure or for equalization of the value of exchanged 
territory, 

(c) periodical contributions formerly payable to another State 

but now payable to His Majesty by right of conquest, 
assignment or lapse 

(G) In this chapter ‘ privilege or immunity ' means any such 
right, privilege, advantage or immunity of a financial character as 
is hereinafter mentioned, that is to say— 

(a) rights, privileges or advantages in respect of, or connected 

with, the levying of sea customs or the production and 
sale of untaxed salt, 

(b) sums receivable in respect of the abandonment or surrender 

of the right to levy internal customs duties, or to produce 
or manufacture salt, or to tax salt or other commodities 
or goods in transit, or sums receivable in lieu of grants of 
free salt, 

(c) the annual value to the Ruler of any privilege or territory 

granted in respect of the abandonment or surrender of 
any such light as is mentioned in the last preceding 
paragraph, 

(tl) privileges m respect of free service stamps or the free 
carriage of State mails on government business, 

(e) the privilege of entry free from customs duties of goods im¬ 
ported by sea and transported in bond to the State in 
question, and 

(/) the light to issue currency notes, 

not being a right privilege, advantage or immunity surrendered upon 
the accession of the State, or one which, in the opinion of His 
Majesty, for anv other reason ought not to be taken into account for 
the purposes of this chapter 

(7) An Instrument of Accession of a State shall not be deemed 
to be suitable for acceptance by His Majestv, unless it contains such 
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particulars as appear to His Majesty to be necessary to enable due 
effect to be given to the provisions of this and the next but one 
succeeding sections, and in particular provision for determining from 
time to time the value to be attributed for the purposeo of those 
provisions to any privilege or immunity the value of which is fluctu¬ 
ating or uncertain. 

148. Any payments made under the last preceding section and 
any payments heretofore made to any State by the Governor-General 
in Council or by any Local Government under any agreements made 
with that State before the passing of this Act, shall be charged on 
the revenues of the Federation or on the revenues of the corresponding 
Province under this Act, as the case may be. 

149. Where under the foregoing provisions of this chapter there 
is made in any year by the Federation to a Federated State any 
payment or distribution of, or calculated by reference to, the net 
proceeds of any duty or tax. the value m and for that year of any 
privilege or immunity enjoyed by that State in respect of any former 
or existing source of revenue from a similar duty or tax or from 
goods of the same kind, being a privilege or immunity which has 
not been otherwise taken into account shall, if and in so far as the 
Act of the Federal Legislature under which the payment or distri¬ 
bution is made so provides, be set off against the payment or 
distribution. 


Miscellaneous Financial Provisions 

150. (1) No burden shall be imposed on the revenues of the 

Federation or the Provinces except for the purposes of India or some 
part of India. 

(2) Subject as aforesaid, the Federation or a Province may 
make grants for any purpose, notwithstanding that the purpose is 
not one with respect to which the Federal or the Provincial Legis¬ 
lature, as the case may be, may make laws 

151 (1) Rules may be made by the Governor-General and by 

the Governor of a Province for the purpose of securing that all 
moneys received on account of the revenues of the Federation or of 
the Province, as the case may be, shall, with such exceptions, if any. 
as may be specified in the rules, be paid into the public account of 
the Federation or of the Province, and the rules so made may pre¬ 
scribe, or authorize some person to prescribe, the procedure to be 
followed in respect of the payment of moneys into the said account, 
the withdrawal of moneys therefrom, the custody of moneys therein, 
and any other matters connected with or ancillary to the matters 
aforesaid 

(2) In the exercise of his powers under this section the Governor- 
General or a Governor shall exercise his individual judgment 

152. (I) The functions of the Governor-General with respect to 

the following matters shall be exercised by him in his discretion, that 
is to say — 

(a) the appointment and removal from office of the Governor 
and Deputy-Governors of the Reserve Bank of India, the 
approval of their salaries and allowances, and the fixing 
of their terms of office, 
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( b) the appointment of an officiating Governor or Deputy- 

Governor of the Bank; 

(c) the supersession of the Central Board of the Bank and any 

• action consequent thereon, and 

( d ) the liquidation of the Bank. 

(2) In nominating directors of the Reserve Bank of India and 
in removing from office any director nominated by him. the Governor- 
General shall exercise his individual judgment. 

153. No Bill or amendment which affects the coinage or currency 
of the Federation or the constitution or functions of the Reserve 
Bank of India shall be introduced into or moved in either Chamber 
ot the Fedeial Legislature without the previous smttioi. of the 
Governor-General in his discretion. 

154 Property vested m TIis Mnjestv ' ir purposes of the govern¬ 
ment of the Federation shall, save in so l.ir as any Federal law mav 
otherwise provide, be exempt from all taxes imposed bv, or by any 
authority within, a Province oi Federated StaL 

Provided that, until anv Fedeial law otlictviise provides, any 
property so vested which was immediately before the commencement 
of Part III of this Act liable, or treated as liable, to any such tax, 
shall, so long ns that tax continues, continue to be liable or to be 
treated as liable, thereto 

155. (1) Subject as hereinafter provided, the Government of a 

Province and the Ruler of a Federated State shall not be liable to 
Federal taxation m respect of lands or buildings situate in British 
India or income accruing, arising, or received in Butish India 

Provided that— 

(a) where a trade or business of anv kind is carried on by or 

on behalf of the Government of a Province in any part of 
British India outside that Province or by a Ruler in any 
part of British India, nothing in this sub-section shall 
exempt that Government or Ruler from any Federal 
taxation in respect of that trade or business or any ope¬ 
rations connected therewith or anv income arising m 
connexion therewith or any propertv occupied for the 
purpose-, thereof, 

(b) nothing m this sub-seelion shall exempt a Ruler from any 

Federal taxation in lespect of any lands buildings or 
income being his personal ptoperlv or peisonal income 

(2) Nothing in this \ct affects any exemption from taxation 
enjoyed as of light at the passing of this Act bv the Ruler of an 
Indian State in respect of anv Indian Government securities issued 
before that date 

156 Where under the provisions of this Act the expenses of 
any court or commission, or the pension payable to oi m respect 
of a person who has served under the Grown in India are charged 
on the revenues of the Federation or the levenues of a Province, 
then if— 

(a) in the case of a charge on (he levenues of the Federation, 
the court or commission selves any of the separate needs 
of a Province, or the person has served wholly or in part 
in connexion with the affairs of a Province, or 
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(6) in the case of a charge on the revenues of a Province, the 
court or commission serves anv of the separate needs of 
the Federation or another Province, or the person has 
served wholly or in part in connexion with the affairs of 
the Federation or another Province, 
there shall be charged on and paid out of the revenues of the Province 
or, as the case may he, the revenues of the Federation or of the 
other Province, such contribution in respect of the expenses or pension 
as may be agreed, or as may in default of agieernent be determined 
by an arbitrator to be appointed by the Chief Justice of Tndia. 

157. (1) The Federation and every Province shall secure that 
there are from time to time in the hands of the Secretary of State 
sufficient moneys to enable him to make such payments as he may 
have to make in respect of anv habihtv which falls to be met out 
of the revenues of the Federation oi of the Province as the case 
may be. 

(2) Without prejudice to their obligations under the preceding 
sub-section, the Federation and everv Province shall secure that there 
are from time to time in the hands of (he Soeietarv of State and 
the High Commissioner sufficient monevs to enable payment to be 
made of all pensions payable out of the levenues of the Federation 
or the Province, as the case may be in the United Kingdom or 
through officers accounting to the Secretary of State or to the High 
Commissioner, 

158. (1) His Majesty in Council may make such provisions as 
may appear to him to be necessary or proper for defining and regu¬ 
lating the relations between the monetaiy systems of India and Burma 
and for purposes connected with or ancillary to those purposes, and 
m particular, but without prejudice to the goneralitv of this section, 
such provision as may appeal to ITis Majesty to be necessary 7 or 
proper for the purpose of giving effect to any airangements with 
respect to the said mnlteis made before the commencement of 
Part Til of tins Act with the appioval of the Secretaiy of State by 
the Governor of Burma in Council with the Governor-General in 
Council or anv other persons 

(2) Anv sums requited bv an Oidei under this section to be 
paid by the Federation shall he charged on the revenues of the 
Federation 

159 His Majesty in Council mav make provision for the grant 
of relief from any Fedeial tax on income in respect of income taxed 
or taxable in Burma 

lfiO With a view to preventing undue distuibailee of trade 
between India and Burma m the period immediately following the 
separation of India and Burma and with a view to safeguarding the 
economic interests of Binma during that period. His Majesty may 
by Order in Council give such directions as he thinks fit for those 
purposes with respect to the duties which are, while the Order is 
in force, to be levied on goods imported into or exported from Tndia 
or Burma and with respect to ancillary and related matters 
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CHAPTER II 
BORROWING AND AUDIT 
Borrowing 

161 Upon the commencement of Part TTI of this Act all powers 
vested in the Secretary of State in Council of borrowing on the 
security of the revenues of India shall cease and determine, but 
nothing in this section affects the provisions of Pi.it XIII of this 
Act with respect to borrowing in bteiling bv the Secretarv of 
State, 

102 Subject to the provisions of Part Kill of this Act with 
respect to borrowing in sterling the executive authority of the Fede¬ 
ration extends to borrowing upon the security of the mvenues of the 
Federation within such limits if nnv as may from time to time be 
fixed by Act of the Federal Legislature and to the giving of guarantees 
within such limits, if any, as may hi so fixed. 

16B. (1) Subject to the provisions of this section, the executive 

authority of a Province extends to hot row mg upon the security of 
the revenues of the province u 'thin such limits, if any, as may 
from time to time be fixed b_\ the Act of the Provincial Legislature 
and to the giving of guarantees within such limits if any, as may 
be so fixed 

(2) The Federation mav, subject to such conditions if any, as 
it may think fit to impose, make loans to, oi, so long as any limits 
fixed under the last preceding section are not exceeded, give guarantees 
in respect of loans raised by am Province and anv sums required 
for the put pose of making loans to a Province shall be charged on 
the revenues of the Federation 

(3) A Province may not without the consent of the Federation 
borrow outside India, nor without thp like consent raise any loan 
if there is still outstanding any pait of a loan made to the Province 
by the Federation or by the Governor-Genetal m Founcil or m 
respect of which a guarantee has been given bv the Federation or by 
the Governor-General in Council 

A consent under this sub-section mav he granted subject to such 
conditions, if any. as the Fedeiation mav think fit to impose 

(4) A consent lequuod bv the last preceding sub-section shall 
not be unreasonably withheld, nor shall the Federation refuse, if 
sufficient cause is shown, to make a loan to. or to give a guarantee 
in respect of a loan raised bv a Province or seek to impose in 
respect of anv of the matters afoiesaul anv condition which is un¬ 
reasonable, and, if any dispute anses whether a refusal of consent, 
or a refusal to make a loan or to give a guarantee, or any condition 
insisted upon, is or is not justifiable, the matter shall be referred 
to the Governor-General and the derision of the Governor-General in 
his discretion shall be final 

164. The federation may, subject to such conditions, if any, as 
it may think fit to impose, make loans to. or. so long as any limits 
fixed under the last but one preceding section are not exceeded, give 
guarantees in respect of loans raised by, any Federated State, 
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165. (1) The Colonial Stock Acts, 1877 to 1900, shall, notwith¬ 

standing anything to the contrary in those Acts, apply in relation to 
steihng stock issued after the establishment of the Federation and 
forming part, of the public debt of the Federation as they*apply in 
relation to stock forming part of the public debt of any British 
Possession mentioned in those Acts, so however that nothing in 
section twenty of the Colonial Stock Act, 1877, shall be construed 
as compelling a poison desnous of bringing proceedings to proceed 
in the manner therein specified and that, until Parliament otherwise 
determines, anv conditions prescribed by the Treasury under section 
two of the Colonial Stock Act, 1900, shall be deemed to have been 
complied with with respect to all sncli stock so issued by the 
Federation 

(2) The expiession ‘ colonial stock ’ in section eleven of the 
Trusts (Scotland) Act 1921, shall include any stock in relation to 
which the said Acts npplv by virtue of this section. 

(3) In paragraph (d) of subsection (1) of section one of the 
Trustee Act, 1925, the words ' or any other securities the interest in 
sterling whereon is payable out of and charged on the revenues of 
India ’ shall be repealed 

Pro\ided that, notwithstanding anything in tins Act anv securi¬ 
ties which bv virtue of the said words were immediately before the 
commencement of Part III of this Act securities in which a trustee 
might invest trust funds shall continue to be securities in which a 
trustee may invest such funds 

Audit and Accounts 

16G (1) There shall be an Auditor-General of India who shall 

be appointed bv His Mn|estv and shall only be removed from office 
in like manner and on the like grounds as a judge of the Federal 
Court 

(2) The conditions of semoe of the Auditor-General shall be 
such as nun be pi escribed by JTis Majesty in Council, and he shall 
not be eligible for further office undei the Crown in India after 
he has ceased to hold his office 

Provided thal neithei the salary of an Auditor-General nor his 
rights in respect of leave of absence, pension or age of retirement 
shall be varied to his disadvantage after bis appointment 

(3) The Anrlitoi-General shall perfotm such duties and exercise 
such powers in relation to the accounts of the Federation and of 
the Provinces as mav be presenhod by, or bv rules made under, an 
Order of His Majesty in Cornu il, or by anv subsequent Act of the 
Federal Legislature varying or extending such an Older 

Piovided that no Bill m amendment for tin 1 purpose aforesaid 
shall be introduced or moved without the previous sanction of the 
Governor-General in his discretion 

(4) The salary allowances and pension payable to or in respect 
ol an \uditor-General shall be charged on the levenues of the Fede¬ 
ration, and the salaries, allowances and pensions payable to or in 
respect of members of his staff shall be paid out of those revenues 

167 (1) Tf a Provincial Legislature after the expiration of two 

years trom the commencement of Part III of this Act passes an 
Act charging the salary of an Auditor-General for that Province on 
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the revenues of the Province, an Auditor-Genera) of the Province may 
be appointed by His Majesty to perform the same duties and to 
exercise the same powers m relation to the audit of the accounts of 
the Province as would be pei lormed and exercised by the Auditor- 
General of India, if an Auditor-General of the Province had not been 
appointed • 

Provided that no appointment of an Auditor-General in a Pro¬ 
vince shall be made until the expiration of at least three years from 
the date of the Act of the Provincial Legislature b\ which provision 
is made for an Auditor-General of that Province 

(2) The provisions of t he last pi ('ceding section shall apply in 
relation to the Auditor-General of a Province and has staff as they 
apply in relation to the Auditoi-Geneial ol India and ms stuff snh|oot 
to the following modifications, that is to >ay— 

(a) a person who is <n has been Auditor-General of a Province 

shall be eligible foi appointment as Auditor-General of 
India, 

( b) in sub-section (3) of the said section lor the reference to 

the Federal Legislature then' shall he subst’tuted a 
reference to the Ptovmenl L'-^eiature and foi the refer¬ 
ence to the Governoi -Gener d there shall be substituted a 
reference to the Govunot, and 

(c) in sub-section (4) of the Mud section for the refeience to the 

revenues of the Federation there shall he substituted a 
reference to the revenues of the Province 

Provided that nothing in this section shall derogate from the 
power of the Auditor-General of India to give such directions in 
respect to the accounts of Provinces as aie mentioned in the next 
succeeding section. 

168. The accounts of the Federation shall be kept in such form 
as the Auditor-General of India may, with the approval of the 
Governor-General, prescribe and m so iar as the Audit or-General of 
India may, with the like appioval, give am directions with regard 
to the methods oi principles m accordance with which any accounts 
of Provinces ought to be kept, it shall be the duty of everv Provincial 
Government to cause accounts to be kept accoidingly 

169 The reports ot the Auditor-General of India relating to the 
accounts of the Federation shall be submitted to the Governor- 
General, who shall cause them to be laid before the Federal Legis¬ 
lature, and the reports of the Auditor-General of India or of the 
Auditor-General ol the Province, as the case may be, relating to 
the accounts ot a Province shall be submitted to the Governor of the 
Piovince who shall cause them to be hud before the Provincial 
Legislature 

170. (1) Then* shall be ail Auditor ol Indian Home Accounts who 

shall be appointed by the Governor-General in his discretion and 
shall only be lemoved from office m like manner and on the like 
grounds as a judge of the Federal Court. 

(2) The conditions of service of the Auditoi of Indian Home 
Accounts shall be such as may be prescribed by the Governor-General 
in his discretion ■ 

Provided that neither the salary of an Auditor of Indian Home 
Accounts nor his rights in respect of leave of absence, pension or 
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age of retirement shall be varied to his disadvantage after his 
appointment. 

(3) The Auditor of fndian Home Accounts shall perform such 
duties and exercise such powers in relation to transactions in the 
United Kingdom affecting the revenues of the Federation, of the 
Federal Kailway Authority, or of any Province, as may be pre¬ 
scribed by, or by rules made under, an Order of His Majesty m 
Council, or by am Act of the Federal Legislature varying or extending 
such an Order: 

Provided that no Bill or amendment for the purpose aforesaid 
shall be introduced or moved without the prior sanction of the 
Governor-General in his discretion 

(4) The reports of the Auditor of Indian Home Accounts relat¬ 
ing to such transactions as aforesaid shall be submitted to the Auditor- 
General of India, or, in the case, of transactions affecting the revenues 
of a Province which has an Auditor-General, to the Auditor-General 
of the Province, and shall be included by any such Auditor-General 
in the reports which under this L’art of this Act he is required to 
submit to the Governor-General or. as the case may be, to the 
Governor. 

(5) The Auditor of Indian Home Accounts shall be subject to 
the general superintendence of the Auditor-General of India. 

(6) The salary, allowances and pension payable to or in respect 
of the Auditor of Indian Home Accounts shall be charged on the 
revenues of the Federation, and the salaries allowances and pensions 
payable to or in respect of members of his staff shall be paid out of 
those revenues. 

(7) His Majesty m Council may require the Auditor of Indian 
Home Accounts to perform m relation to Burma all or any of the 
functions which he performs in relation to Tndia, and may fix the 
payments to be made in respect of his seivices from the revenues 
of Burma to the revenues of the Fedeiation, and may make such 
incidental and consequential provision as mav appear to him to be 
proper. 

171 The accounts relating to the discharge of the functions of 
the Crown in its relations with Indian States shall be audited by the 
Auditor-General of India, or, in so far as those accounts concern 
transactions in the United Kingdom by the Auditor of Indian Home 
Accounts acting on Ins behalf and under his general superintendence, 
and the Auditor-General of India shall make to the Secretary of 
State annual reports on the accounts so audited by him or on his 
behalf. 
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GOVERNMENT OF INDIA ACT, 1935 

Seventh Schedule 
Legislative Lists 
List I 

Federal Legislative Ci st 

I. His Majesty s naval, rmhtaij and an forces borne on the 
Indian establishment and any other armed lori ' laised m India by 
the Crown, not being foiees raised foi °mplov men 1 in Indian States 
or military or armed police maintained b_\ 1’iuvni'ial Govermnonts, 
any armed forces which arc not fumes >,t His Majesty bul are 
attached to nr opeiating with any of 11 :s Majesty’s naval military 
or air forces borne on the Indian establishment; cential intelligence 
bureau, preventive detention m British India lor leasons of State 
connected with defence, external alfans or the dischaige of the 
functions of the Ciown in its relations with Indian States 

2 Naval, military and air force works, local self-government in 
cantonment areas (not being cantonment areas of Indian State 
troops) (he legulation of house accommodation in such areas, and, 
within British India, the delimitation ot such aieas 

3. External affaus, the implementing of treaties and agreements 
with other countries, extradition, including the suirenrler of cnminals 
and accused persons to p.uts of His Majesty’s dominions outside 
India. 

4. Ecclesiastical affairs, including European eemeteiies 

5 Currency coinage and legal tender. 

6 Public debt of the Federation 

7 Posts and telegiaphs including telephones wireless broad¬ 
casting, and othei like forms ot communication. Post Office Savings 
Bank 

8. Fedeial Public Services and Fedeial Public Service 

Commission. 

9 Fedeial pensions, that is to say, pensions payable by the 
Federation or out of Federal revenues. 

10. \Y oiks, lands and buildings vested in or m the possession 
of, His Majesty for the purposes of the Fedeiation (not being naval, 
military or air force works), but. as legnrds pioperty situate in a 
Province, subject nlwavs to Provincial legislation save in so far as 
Federal law otherwise provides, and, as regards property in a Fede¬ 
rated State held by virtue of any lease or agreement with that State, 
subject to the terms of that lease or agreement. 

II. The Imperial Library, the Indian Museum, the Imperial Mar 
Museum, the Victoria Memorial, and any similar institution con¬ 
trolled or financed by the Federation. 
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12 Federal agencies and institutes for the following purposes, 
that is to say, for research, for professional or technical training, or 
for the promotion ot special studies. 

13. The Benares Hindu University and the Aligarh Muslim 
University. 

14 The Survey of India, the Geological, Botanical and Zoolo¬ 
gical Surveys of India, Fedeial meteorological organizations. 

15 Ancient and historical monuments, archaeological sites and 
remains. 

16 Census 

17 Admission into, and emigration and expulsion trom, India, 
including in relation theieto the regulation of the movements in India 
of peisons who are not British subjects domiciled in India, subjects 
of any Federated Stale or British subjects domiciled in the United 
Kingdom, pilgrimages to places bevond India. 

18. Poit quarantine, seamen’s and marine hospitals, and hos¬ 
pitals connected with poit quarantine 

19. Import and export aeioss customs frontiers as defined bv the 
Federal Government. 

20. Federal railways, the legulation ot all lnilwnys othei than 
minor railways in lespect ot safety, maximum and minimum rates 
and fares, station and service toinmnal ehaiges, interchange of traffic 
and the lesponsibility ot inihvay adnnnistiations as carriers of goods 
and passengers, the regulation of minor railways m respect of safety 
and the responsibility of the administrations of such railways as 
carriers of goods and passengers 

21. Maritime shipping and navigation, including shipping and 
navigation on tidal waters, Admiralty junsdiction 

22. Major ports, that is to sav the declaration and delimitation 
of such ports, and the constitution and powers of Port Authorities 
therein. 

23 Fishing and fisheries beyond temtorial waters 

24. Aircraft and air navigation, the piovision ot aerodromes, 
regulation and organisation of air traffic and of aciodromcs 

25. Lighthouses including lightships, beacons and other provi¬ 
sion for the safety of shipping and aircraft 

26 Carriage of passengers ot goods by sea ui by an 

27. Copyright, inventions designs trademarks and merchandise 
marks. 

28. Cheques, bills ot exchange, piomissory notes and other like 
instruments. 

29. Aims, fiiearins, ammunition 

30 Explosives. 

31. Opium, so tar ns tegaids cultivation and manufacture, or 
sale for expoit. 

32. Peholeurn and other liqmclb and substances declared by 
lederal law to be dangerously inflammable, so far as regards posses¬ 
sion, storage and transport 

33. Corporations, that is to say, the incorporation, regulation and 
winding-up of trading corporations, including banking, insurance and 
financial corporations, but not including corporations owned or con¬ 
trolled by a Federated State and carrying on business only within 
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that State or co-operative societies, and of corporations, whether 
trading or not, with objects not confined to one unit 

84. Development of industries, where development under Federal 

control is* declared by Federal taw to be expedient in the publio 

interest. 

85. Regulation of labour and safety in mines and oilfields. 

36. Regulation of mines and oilfields and mineral development to 

the extent to which such regulation and development under Federal 

control is declared by Federal law to be expedient m the public 

interest. 

37. The law of insuiance, except ns lespects insurance under¬ 
taken by a Federated State, and the regulation of the conduct of 
insurance business, except as r< spects business undertaken by a 
Federated Stuto, Government insuinnee, veep; so fat n c undertaken 
by a Federated State, or, In virtue of am entry in the Pro¬ 
vincial Legislative List m the Concmient LigiGntn; List, by a 
Province. 

38 Banking, that is to say, the conduct oi banking business by 
corporations other than corporations owned i.i contiollerl by a Fede¬ 
rated State and carrying on buxine-- onK within that State 

39. Extension of the poweis and jmisdiction of men hers of a 
police force belonging to any pail o! British India to anv area in 
another Governor's Piovim-e oi Chief Commissioner’s Piovinee, but 
not so as to enable (lie police of one part to exercise powers and 
jurisdiction elsewhere without the consent of the Goveminent of the 
Province or tlie Chief Commissionei, as the ease may be, extension 
of the powers and jurisdiction of membeis of a police force belonging 
to any unit to railway areas outside that unit 

40 Elections to the Fedeial Legislature, subject to the provi¬ 
sions of this Art and of any Older in Council made thereunder. 

41. The salaries of the Federal Ministers, of the President and 
Vice-President of the Council of State and of the Speaker and Deputy 
Speaker of the Fedeial Assembly , the salanes, allowances and privi¬ 
leges of the membeis of the Federal Legislatuie, and, to such extent 
as is expressly autbon/.ed by Part [I of this Act, the punishment of 
persons who lefuse to give evidence or pioduce documents before 
Committees of the Legislature 

42 Offences against laws with respect to any of the matters in 
this list. 

43. Inquiries and statistics for the pm poses of any of the matters 
in this list. 

44. Duties of customs, including expoit duties. 

45. Duties of excise on tobacco and other goods manufactured 
or produced in India except— 

(a) alcoholic liquors for human consumption; 

( b ) opium, Indian hemp and other narcotic drugs and narcotics; 

non-narcotic drugs; 

(c) medicinal and toilet preparations containing alcohol, or any 

substance included in sub-paragraph (6) of this entry 

46. Corporation tax, 

47. Salt. 

48. State lotteries. 

49. Naturalization. 

31 
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50 Migration within India from or into a Governor’s Province 
or a Chief Commissioner’s Province 

51. Establishment of standards of weight. 

52. Ranchi European Mental Hospital. 

53. Jurisdiction and powers of all courts, except the Federal 
Court, with respect to any of the matters in tins list and, to such 
extent as is expressly authorized by Part IX of this Act, the enlarge¬ 
ment of the appellate jurisdiction of the Federal Court, and the 
conferring thereon of supplemental powers. 

54. Taxes on income other than agricultural income 

55 Taxes on the capital \alue of the assets, exclusive of agri¬ 
cultural land, of individuals and companies; taxes on the capital of 
companies. 

56 Duties in respect of succession to property other than agri¬ 
cultural land. 

57 The rates of stamp duty in respect of bills of exchange, 
cheques, promissory notes, bills of lading, letteis of credit, policies 
of insurance, proxies and leceipts. 

58. Terminal taxes on goods or passengeis carried by railway or 
air, taxes on railway faies and freights 

59 Fees in respect of any of the matters m this list, but not 
including fees taken m any Court 

List II 

Provincial Legislative List 

1. Public older (but not including the use of His Majesty’s naval, 
militniv or air forces in aid of the civil power), the administration 
of justice; constitution and organisation of all courts, except the 
Federal Court, and fees taken theiein, preventive detention for 
reasons connected with the maintenance of public order, persons 
subjected to such detention 

2. Jurisdiction and powers of all ooints except the Federal Court, 
with respect to any of the matters m tins list, procedure in Rent 
and Revenue C’ouits 

3 Police, including railway and village police. 

4 Pusons, reformatories, Borstal institutions and other institu¬ 
tions of a like nature, and persons detained therein; arrangements 
with other units for the use of prisons and other institutions 

5. Public debt of the Province 

6. Provincial Public Services and Provincial Public Service 
Commissions 

7 Provincial pensions, that is to say, pensions payable by the 
Piovince or out of Provincial revenues 

8. Works, lands and buildings vested in or in the possession of 
His Majesty for the purposes of the Province. 

9. Compulsory acquisition of land. 

10. Libraries, museums and other similar institutions controlled 
or financed by the Province 

11 Elections to the Provincial Legislature, subject to the pro¬ 
visions of this Act and of any Order in Council made thereunder. 

12. The salaries of the Provincial Ministers, of the Speaker and 
Deputy Speaker of the Legislative Assembly, and, if there is a 
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Legislative Council, of the President and Deputy President thereof; 
the salaries, allowances and privileges of the members of the Provin¬ 
cial Legislature; and, to such extent as is expressly authorized by 
Part III *of this Act, the punishment of persons who refuse to give 
evidence or produce documents before Committees of the Provincial 
Legislature. 

13. Local Government, that is to say, the constitution and 
powers of municipal corporations, improvement trusts, district boards, 
mining settlement aulhoiities and other local authonties for the 
purpose of local self-government or ullage administration. 

14. Public health and sanitation, hospitals and dispensaries, 
registration of births and deaths 

15. Pilgrimages, other than pilgrimages to places beyond India 

16. Burials and burial grounds 

17. Education. 

18 Communications, that is to say, mads, budges, ferries and 
other means of communication not specified m last I, minor railways 
subject to the provisions of List. 1 with respect to such railways, 
municipal tramways, ropeways, inland waterways and traffic thereon 
subject to the provisions of List III with regaid to such "aterways, 
ports, subject to the provisions in List I with regard to major ports, 
vehicles other than mechanically propelled vehicles 

19. Water, that is to sa\, water supplies, irngation and canals, 
drainage and embankments, water storage and water power. 

20. Agriculture, including agricultural education and research, 
protection against pests and prevention of plant diseases; improve¬ 
ment of stock and prevention of animal diseases, veterinary training 
and practice; pounds and the prevention of cattle trespass 

21. Land, that is to say, lights in or over land, land tenures, 
including the relation of landlord and tenant, and the collection of 
rents; transfer, alienation and devolution of agncuitural land, land 
improvement nnd agricultural loans, colonization, Couits of Waids, 
encumbered and attached estates, tieasure troie 

22 Forests 

23. Regulation of mines and oilfields and mineial development 
subject to the provisions of List I with respect to regulation and 
development under Federal control. 

24. Fisheries. 

25. Protection of wild buds and wild annuals 

26 Gas and gasworks 

27. Trade and commerce within the Pro\ince, markets and fairs; 
money lending and money lenders. 

28. Inns and innkeepers. 

29. Production, supply and distribution of goods, development of 
industries, subject to the provisions in List I with respect to the 
development of certain industiies under Federal control. 

30. Adulteration of foodstuffs and other goods, weights and 

measures. 

81. Intoxicating liquors and narcotic drugs, that is to say, the 
production, manufacture, possession, transport, purchase and sale of 
intoxicating liquors, opium and other narcotic drugs, but subject, as 
respects opium, to the provisions of List I and, as respects poisons 
and dangerous drugs, to the provisions of List III. 
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32. Relief of the poor; unemployment. 

33. The incorporation, regulation, and winding-up of corporations 
other than corporations specified in List I; unincorporated trading, 
literary, scientific, religious and other societies and associations, co¬ 
operative societies 

34 Chanties and charitable institutions; charitable and religious 
endowments. 

35. Theatres, dramatic performances and cinemas, but not in¬ 
cluding the sanction of cinematograph films for exhibition. 

36 Betting and gambling 

37. Offences against laws with respect of any of the matters in 
this list. 

38. Inqumes and statistics for the purpose of any of the matters 
in this list 

39. Land revenue, including the assessment and collection of 
revenue, the maintenance of land records, survey for revenue pur¬ 
poses and records of rights, and alienation of revenue. 

40. Duties of excise on the following goods manufactured or pro¬ 
duced in the Province and countervailing duties at the same or lower 
rates on similar goods manufactured or produced elsewhere in India— 

(a) alcoholic liquois for human consumption; 

( b ) opium, Indian hemp and other narcotic drugs and narcotics, 

non-narcotic drugs; 

(c) medicinal and toilet preparations containing alcohol or any 

substance included in sub-paragraph ( b ) of this entry. 

41. Tuxes on agricultural income. 

42 Taxes on lands and buildings, hearths and windows 

43. Duties in respect of succession to agricultural land. 

44. Taxes on mineral rights, subject to any limitations imposed 
by any Act of the Federal Legislature relating to mineral development. 

45. Capitation taxes 

46 Taxes on professions, hades, callings and employments. 

47 Taxes on animals and boats. 

48. Taxes on the sale of goods and on advertisements. 

49. Cesses on the entry of goods into a local area for consump¬ 
tion, use or sale therein. 

50 Taxes on luxuries, including taxes on entertainments, amuse¬ 
ments, betting and gambling 

51. The rates of stamp duty in respect of documents other than 
those specified in the provisions of List I with regard to mtes of 
stamp duty 

52 Dues on passengers and goods carried on inland waterways. 

53. Tolls. 

54 Fees in respect of any of the matters in this list, but not 
including fees taken in any Court 

List III 

Concurrent Legislative List 

PART i 

1. Criminal law, including all matters included in the Indian 
Penal Code at the date of the passing of this Act, but excluding 
offences against laws with respect to any of the matters specified 



APPENDIX D 485 

in List I or List II and excluding the use of His Majesty’s naval, 
military, and air forces in aid of the civil power. 

2. Criminal Procedure, including all matters included in the 
Code of Criminal Procedure at the date of the passing of this Act. 

3. Removal of prisoners and accused persons from one unit to 
another unit. 

4. Civil Procedure, including the law of Limitation and all 
matters included in the Code of Civil Procedure at the date of the 
passing of this Act; the recovery in a Governor’s Province or a Chief 
Commissioner’s Province of claims in respect of taxes and other 
public demands, including arrears of land revenue and sums recover¬ 
able as such, arising outside that Province 

5. Evidence and oaths, recognition of laws, public, acts and 
records and judicial proceedings 

6. Marriage and divorce, infants and minors, adoption. 

7. Wills, intestacy, and succession, sa\e as regaids agricultural 
land. 

8 Transfer of property other than agricultural land, registration 
of deeds and documents 

9. Trusts and Trustees 

10. Contracts, including partnership, agency, contiacts of car¬ 
riage, and other special forms of contract, but not including contracts 
relating to agricultural land. 

11. Arbitration. 

12. Bankruptcy and insolvency, administrators-general and offi¬ 
cial trustees. 

13. Stamp duties other than duties or fees collected by means of 
judicial stamps, but not including rates of stamp duty 

14. Actionable wrongs, save in so far as included in laws with 
respect to any of the matters specified in List I or List II. 

15 Jurisdiction and powers of all courts except the Federal 
Court, with respect to any of the matters in this list 

16. Legal, medical and other professions. 

17. Newspapers, books and printing presses 

18. Lunacy and mental deficiency, including places for the recep¬ 
tion or treatment of lunatics and mental deficients 

19. Poisons and dangerous drugs 

20. Mechanically propelled vehicles 

21. Boilers. 

22. Prevention of cruelty to animals. 

23 European vagrancy, criminal tribes. 

24. Inquiries and statistics for the purpose of any of the matters 
in this Part of this lust. 

25. Fees in respect of any of the matters in this Part of this 
List, but not including fees taken in any Court. 

PART II 

Section 126 (2) 

26. Factories. 

27. Welfare of labour, conditions of labour, provident funds, 
employers’ liability and workmen’s compensation; health insurance, 
including invalidity pensions, old age pensions. 
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28. Unemployment insurance. 

29. Trade unions; industrial and labour disputes. 

30. The prevention of the extension from one unit to another of 
infectious or contagious diseases or pests affecting men, animals or 
plants. 

31. Electricity 

32. Shipping and navigation on inland waterways as regards 
mechanically propelled vessels, and the rule of the road on such 
waterways; carriage of passengers and goods on inland waterways. 

33. The sanctioning of cinematograph films for exhibition. 

34. Persons subjected to preventive detention under Federal 
authority. 

35 Inquiries and statistics for the purpose of any of the matters 
in this Part of this List 

36. Fees in respect of any of the matters in this Part of this 
List, but not including fees taken in any Court, 
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THE GOVERNMENT OF INDIA (DISTRIBUTION OF 
REVENUES) ORDER, 1936 

At the Court at Buckingham Palace , 
the 3rd of July, 1936 

Present 

TriE King's Most Exoemjint Majesty in '’oilncil 

Whereas by subsection (1) of section one hundred and thirty- 
eight of the Government of India Act, 1935 (heroattei in this Order 
referred to as * the Act ’) it is piovided that taxes on income other 
than agricultural income shall be levied and collected by the Fede¬ 
ration, but that (subject to the provisions of the said subsection with 
respect to surcharges for Federal purposes) a percentage to be pre¬ 
scribed by His Majesty in Council of the net proceeds in any financial 
year of any such tax, except in so far as those proceeds lepresent 
proceeds attributable to Chief Commissioners’ Provinces oi to taxes 
payable in respect of Federal emoluments, shall be assigned to the 
Provinces and to the Federated States, if any, within which that 
tax is leviable in that year, and shall be distributed among the Pro¬ 
vinces and those States in such manner as may be prescribed by His 
Majesty in Council 

And Whereas by subsection (2) of the said section one hundred 
and thirty-eight the Federation is, notwithstanding anything in sub¬ 
section (1) of that section, authorized to retain out of the moneys 
assigned by the said subsection (1) to Provinces and States— 

(а) in each year of a period to be pi escribed by His Majesty 

in Council such sum as may be so piesciibed, 

(б) in each year of a further period to be so prescribed a sum 

less than that retained in the preceding year by an 

amount, being the same amount m each year, so calculat¬ 
ed the sum to be retained in the last year of the period 
will be equal to the amount of each such annual 

reduction 

And Whereas by subsection (2) of section one hundred and forty 
of the Act it is provided that one-half, or such greater pro¬ 

portion as His Majesty m Council may dcteimine, of the net 
proceeds in each year of any export duty on jute or jute products 
shall be assigned to the Provinces or Federated States in which jute 
is grown in proportion to the respective amounts of jute grown 
therein : 

And Whereas by section one hundred and forty-two of the Act 
it is provided that such sums as may be prescribed by IIis Majesty 
in Council shall be charged on the revenues of the Federation m each 
year as grants in aid of the revenues of such Provinces as His 
Majesty may determine to be in need of assistance; 
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And Whereas by virtue of the provisions of Part XIII of the Act 
references in tlie subsections and sections aforesaid to the Federation 
are, as respects the period elapsing between the commencement, of 
Part III of the Act and the establishment of the Federation, to be 
construed as references to the Governor-General m Council: 

And Where\s n dinft of this Order has been laid before Parlia¬ 
ment in accordance with the provisions of subsection (1) of section 
three hundred and nine of the Act and an Address has been presented 
to His Majesty by both Houses of Parliament praying that an Order 
may be made m the terms of this Order: 

Now Therefore, His Majesty, in the exercise of the powers 
conferred on him as aforesaid and of all other powers enabling him 
in that behalf, is pleased, by and with the advice of His Privy 
Council, to order, and it is hereby ordered, ns follows- 

Introductory 

1. This Order may be cited as ' The Government of India 
(Distribution of Revenues) Order, 1936.' 

2. The Interpretation Act, 1889, applies for the interpretation 
of this Order as it applies for the interpretation of an Act of 
Parliament. 

3. As respects the period elapsing between the commencement, 
of Part III of the Act and the establishment of the Federation, 
references in tins Order to the Federation shall be construed ns 
references to the Governor-General m Council 

4. Any reference in tins Order to a year shall be construed as a 
reference to a peiiod of twelve months beginning on the first day 
of April. 


Tares on Income 

5. The percentage which under subsection (1) of section one 
hundred and thirty-eight of the Act is to be prescribed by His 
Majesty in Council shall be fifty per cent , and the sums falling to 
be distributed undei that subsection in any i ear among the Pro¬ 
vinces shall be distubuted as follows 


Per cent. 

Madras 15 

Bombay 20 

Bengal 20 

The United Provinces 15 

The Punjab 8 

Bihar 10 

The Central Provinces and Berar 5 

Assam 2 

The North-West Frontier Province 1 

Orissa 2 

Sind 2 


6 (1) The first of the periods to be prescribed by His Majesty 

in Council under subsection (2) of the said section one hundred and 
thirty-eight shall be five years from the commencement of Part III 
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of the Act and the sum to be retained by the Federation under that 
subsection shall, in each of those years, be either the whole of the 
moneys assigned by subsection (1) of the said section to Provinces 
and States, or such part thereof as will together with— 

(a) the Federation’s share of the divisible net proceeds of the 

taxes on income for that year; and 

( b ) the sum. if any, to be brought into account by the Federa¬ 

tion under sub-paragraph (3) of this paragraph, amount 
to thirteen crores of rupees, whichever is the less. 

(2) In this paragraph, * the divisible net proceeds of the taxes 
on income ’ means the net proceeds of the taxes on income to which 
the said section one hundred and thirty-eight relates, except in so 
far as they represent proceeds attributable to Chief Commissioners’ 
Provinces or to taxes payable in respect of Federal emoluments, or 
proceeds of any surcharge for Federal purposes. 

(3) The sum, if any, to be brought into account by the Fede¬ 
ration in any year for the purposes of sub-paragraph (1) of this 
paragraph shall be a sum to be ascertained by applying to the accounts 
of the railways with such alterations in accounts as are necessitated 
by the separation of Burma, the principles laid down m the Resolution 
of the Legislative Assembly of the twentieth dnv of September 
nineteen hundred and twenty-four, and ascertaining in accordance 
with those principles what sum, if any, would he the not amount 
payable for that year under clauses (2) and (3) of that Resolution 
to general revenues out of the net receipt of the railways 

Provided that for the puiposc of ascertaining the net amount 
so payable to general revenues, borrowings from the depreciation 
fund before the commencement of Part III of the Act shall be 
deemed not to be repayable, and arrears of contilbutions to general 
revenues for any year before the commencement of the said Part III 
shall be deemed not to be payable. 

7. The second period to bo prescribed by His Majesty in Council 
under subsection (2) of the said section one hundred and thirty-eight 
shall be five years from the expiration of the first period prescnbed 
thereunder. 


Jute Expoit Dutij 

8. The proportion of the net proceeds in each year of any export 
duty on jute or jute products which under subsection (2) of section 
one hundred and forty of the Act is to be assigned to the Provinces 
or Federated States in which jute is grown shall be sixtv-two and 
one-half per cent. 


Grants-m-aid to Ceitoin Provincex 

9. There shall be charged on the revenues of the Federation as 
grants in aid of the revenues of the Provinces mentioned in the 
Schedule to this Order the sums specified in that Schedule in 
relation to those Provinces respectively, m each of the years so 
specified. 


M. P. A. IIaxkey 
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Schedule 

Grants to Certain Provinces 

1. The United Provinces. 25 lakhs of rupees in each year of 
the first five years from the commencement of Part III of the Act. 

2 Assam. 30 lakhs of rupees in each year. 

3 The North-West Frontier Province. 100 lakhs of rupees in 
each year. 

4. Orissa. In the first year after the commencement of Part III 
of the Act, 47 lakhs of rupees; in each of the next four succeeding 
years, 43 lakhs of rupees; and in every subsequent year, 40 lakhs of 
rupees. 

5. Sind. In the first year after the commencement of Part III 

of the Act, 110 lakhs of rupees, in each of the next nine years, 

105 lakhs of rupees, in each of the next twenty years, 80 lakhs of 
rupees, in each of the next five years, 65 lakhs of rupees; in each 

of the next five years, 60 lakhs of rupees, and in each of the next 

five years, 55 lakhs of rupees. 
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Indian States 

Table 28. Area, Population and Revenue of the Principal Indian 
States. 

,, 29 Revenue and Expenditure, Hyderabad. 

,, 30. Revenue and Expenditure, Mysore 
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,, 35 Revenue and Expenditure, Cochin. 





APPENDIX F 


498 


TABLE Ia-REVENUE OF CERTAIN LEADING COUNTRIES 1 
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TABLE 1b.—EXPENDITURE OF CERTAIN LEADING COUNTRIES 1 


Country 

Year 

Total 

Expendi¬ 

ture 

Defence 

Charges 

Home 
Depart¬ 
ment, Law 
& Justice, 
Police, etc. 

a 

o 

a 

03 

o 

p 

X3 

Public 

Health 

Social 
Welfare 
(Poor 
rel.ef, etc.) 
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113-5 
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1 Compiled from Public Finance, 1928-35 (League of Nations). 
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TABLE 2—PUBLIC DEBT OP CERTAIN LEADING COUNTRIES 
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Charges 


210-9 


13-1 


United States 




1 

1 

| 

1 
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Source: Statistical Year Book of the League of Nations, 1936-7. 
The figures for India are from the Statistical Abstract, 1936-7. 
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TABLE 3—REVENUE AND EXPENDITURE OF BRITISH INDIA 
(CENTRAL AND PROVINCIAL GOVERNMENTS), 1861-1938 (GROSS) 

N.B —Iu the following tables, years represent 1 May to 30 April till 1867 
and 1 April to 31 March after that year. 


Year 

Revenue 

(crores) 

Expendi¬ 

ture 

(crores) 

Surplus + 
or 

Deficit — 

1861 

43 2 

43 6 

-•4 

1862 

44'4 

42 9 

+ 1-5 

1863 

44-0 

44 3 

-■3 

1864 

44 8 

45-3 

-•5 

1865 

46 0 

44 6 

+ 1-4 

Average 

44 5 

44 1 

+ 0-1 

1866 

49 9 

43 7 

-2 8 

1867 

47-9 

49 0 

-1 1 

1868 

48-6 

51 3 

-2 7 

1869 

SO-O 

49 8 

-r 2 

1870 

50 6 

49 1 

4 1-5 

Aveiage 

47 6 

48 6 

- 1-0 

1871 

50 0 

46 9 

, 3 1 

1872 

50 2 

4S 4 

+ 1-8 

1873 

49 6 

51-4 

-1 8 

1874 

50 6 

50 2 

4- 4 

1875 

5J 0 

57-4 

4 1 6 

Average 

51 9 

50 9 

- 1 0 

1876 

58 6 

61 2 

-2 6 

1877 

62 0 

66 2 

-4-2 

1878 

65 2 

63 1 

4-2-1 

1879 

68-4 

69 7 

-1 3 

1880 

743 

77 9 

-3-6 

Average 

65 7 

67 6 

-1-9 

1881 

75 7 

72 1 

4-3 6 

1882 

70 3 

69 9 

+ •4 

1883 

71 8 

70 0 

4-1 8 

1884 

70 7 

71-1 

-•4 

1885 

74 5 

77-3 

-2-8 

Average 

72 6 

72 1 

4-0 5 

1886 

77 3 

77 1 

4- 2 

1887 

78 8 

80 8 

-2 0 

1888 

81 7 

81 6 

4 - * 1 

1889 

85-1 

82 5 

+ 2 6 

1890 

85 7 

82 0 

+ 3 7 

Average 

81 7 

80 S 

4 0 9 

1891 

89 1 

88 7 

+ 4 

1892 

90'2 

91-0 

-•8 

1893 

90 6 

92 1 

-1 5 

1894 

95 2 

94-5 

t-7 

1895 

98-1 

96 6 

4 1 5 

A\ erage 

92 6 

92 6 

+ 0 0 

1896 

94 1 

95-8 

-1-7 

1897 

964 

101-« 

-5-4 

1898 

1014 

97-5 

+ 3 9 

1899 

102 9 

98 8 

+ 4-1 

1900 

112 8 

110 4 

+ 2-4 

Average 

101-5 

100 9 

+ 0-6 

1901 

114 4 

107 1 

+ 7-3 

1902 

116-1 

111-4 

+ 4-7 

1903 

125 5 

121 0 

+ 4-5 

1904 

127 2 

121-9 

+ 5-3 

1905 

109 9 

106-8 

+ 3-1 

Average 

118 6 

113 6 

+ 5-0 
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TABLE 3 —REVENUES AND EXPENDITURE OF BRITISH INDIA 
(GROSS )—{contd ) 


• 

Year 

( 

Revenue (erores) 

Kxpendituie 
(erores ) 

Surplus + 
or 

deficit — 

1906 

109 6 

1 

107 2 


+ 2 4 

1907 

106 5 

1 

106 0 


4 0 5 

1908 ... 1 

104 5 


110 2 


- 5 7 

1909 

111-9 


111 0 


■ 0 9 

1910 

Average 

120 9 

110 7 , 

115 0 

i 

109 9 

- 5 9 

i C 

1911 

124 2 


118 3 


5 9 

1912 

130 3 


125 6 


4 6 

1913 

127 S 


121 3 


• 3 5 

1914 

121 7 


124 4 


2 7 

1915 

Average 

126 6 

] 

J 26 l 

128 4 

124 2 

- 1'8 

i ] 

1916 

147 0 


155 0 


i t 11 2 

1917 

163 9 


156 7 


i 12 > 

1918 

1 184 9 

> 

190 '• 


- 5 ; 

1919 

195 6 


219 2 


- 23 6 

1920 

j 206 1 


212 1 


- 26 0 

Average 

1 

180 4 ' 


186 8 

- t 


i 




Central 



Provine al 



Year 

Revenue 

Expendi¬ 

ture 

Surplus + 
or 

deficit — 

Revenue 

Expendi- 

tuie 

Surplus 

or 

deficit 


1921 

115 2 

142 8 

— 27 6 

70 4 

79 2 

- 8-8 


1922 

121 4 

136 4 

-15 0 

75 7 

77 2 

- 1 5 


1923 

132 8 

130 4 

+ 24 

78 9 

76 1 

+ 2 8 


1924 

137 5 

131 8 

* 5 7 

81 3 

78 4 

+ 2-9 


1925 

133 2 

129 9 

+ 3 3 

87 5 

85 9 

. 1 6 


Average 

128 0 

154 2 

- 6 2 

78 8 

79 4 

- 

0 6 

1926 

131 7 

131 7 

i 0 0 

86 4 

90 2 

-38 


1927 

127 2 

127 2 

* 0 0 

93 3 

91 5 

H 1-8 


1928 

129 0 

129 3 

- 0 3 

91 5 

92 9 

- 1 4 


1929 

132 7 

132 4 

+ 03 

94 b 

93-8 

- 0-8 


1930 

124 6 

136 2 

-116 

83 1 

94 2 

-11 1 


Average 

129 0 

151 3 

- 2 3 

89 8 

92 5 

- 

2 7 

1931 

121 6 

133 4 

-118 

83 2 

86 7 

- 3 5 


1932 

125 4 

123 9 

i l 5 

84 3 

85-7 

- 1 4 


1933 

119 4 

119 4 

+ 00 

82 8 

85-9 

- 3 1 


1934 

122-1 

121 8 

i 0-3 

86 3 

85 4 

+ 0-9 


1935 

121 1 

121 1 

-r 0 0 

89-0 

8S 7 

r 0-3 


Average 

121 9 

123 9 

- 2 0 

85 1 

86 5 

- 

1 4 

1936 

117 8 

119 6 

- 1 8 

92-3 

91 6 

> U-7 


1937 

122 6 

122 5 

+ 01 

85-8 

83 2 

+ 26 


1938 

(revised) 

122-3 

122 2 

4 0 1 

85-6 

87 0 

- 1-4 



32 
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Year 


18fil 

1862 

1862 

1884 

1885 

Average 

18Gb 

1867 

1868 

1869 

1870 

Average 

1871 

1872 

1873 

1874 

1875 
Average 

1876 

1877 

1878 

1879 

1880 

Average 

1881 

1882 

1883 

1884 

1885 

Average 

1886 
1887 
1883 

1889 

1890 

A\ erage 

1891 

1892 

1893 

1894 

1895 
Average 

1896 

1897 

1898 

1899 

1900 
Aveiage 

1901 

1902 

1903 

1904 

1905 
Average 


TABLE 4.—PRINCIPAL REVENUES (GROSS) 
(In Crores of Rupees) 



Land 

revenue 

Customs 

Income- 

tax 

Salt 

Excise 

Opium 

Railways 

.. | 19 5 

2-8 

2 0 

4 5 

1 6 

6 3 


... 1 19'4 

2'4 

1 8 

5'2 

1-7 

80 



19 9 

2-3 

1 4 

5 0 

1 8 

6-8 



19-7 

2 2 

1 2 

5 S 

20 

7 3 



20-0 

2-2 

69 

53 

2'0 

8-5 



19-7 

2 4 

1-4 

5 1 

1-8 

7 4 



18 7 

2 0 

02 

5 3 

T8 

6 8 



199 

2 5 

■65 

5 7 

2 2 

8-9 



19 8 

2 6 

5 

5 5 

2'2 

8-4 



21 0 

2 4 

1 1 

5 3 

2 2 

79 



20-6 

2 6 

2 0 

6'1 

2-3 

8'0 



20'0 

2-4 

0 9 

5 6 

2 1 

8'0 



20-5 

2 5 

88 

5 9 

2'3 

9'2 



21 3 

2 6 

•58 

6 1 

2 3 

8'6 



21 0 

2 6 

02 

6 1 

2'2 

8 3 

... 

,, 

21 2 

2 6 

003 

6 2 

2 3 

8-5 



21 5 

2 7 

01 

6 2 

2 4 

8 4 

4'5 


21 1 

2 6 

0 3 

6 1 

2 3 

8 6 

• •• 

. 1 19-8 

2 4 

01 

6 3 

2 5 

9 1 

5'4 

. I 19 8 

2 6 

1 

6 4 

2'4 

9 1 

7'2 

..1 22 3 

2 3 

9 

6'9 

2'6 

9'3 

62 

.. | 21-8 

2'2 

7 

7'2 

2'8 

10'3 

7'3 

.. ! 21-1 

2 5 

5 

7 1 

3'1 

10 4 

9'4 


21 2 

2 4 

0 4 

69 

2'7 

9-6 

6'9 


2T9 

2 3 

5 

7 3 

34 

9-8 

10 8 

|n 

21 8 

1 2 

5 

6 1 

3 6 

9 4 

10 9 

.. 1 22'3 

1 1 

•5 

6 1 

3 8 

9'5 

1T9 


21 8 

1 0 

•5 

6-5 

4 0 

8 8 

ITS 


22 5 

1'2 

5 

6 3 

4 1 

8'9 

13 6 


22-1 

1 4 

0 5 

6 5! 3 8 

9-3 

11 8 


23-0 

1 2 

1 3 

6 6 

4'3 

8'9 

14 4 


23 1 

1-3 

1 4 

b 6 

4 5 

85 

14'5 


23 0 

1 3 

1-5 

7 6 

4'7 

8 5 

15'5 

. 1 23 9 

1-5 

1 59 

8 1 

4 8 

8 5 

16 6 

1 24 0 

1-7 

1-6 

8-5 

4 9 

7 8 

17'2 


23 4 

1-4 

1 5 

7'5 

4 6 

8-4 

15'8 


23 9 

1 7 

1 6 

8-6 

5 1 

8'0 

19-9 


24-9 

1-6 

1 6 

8'6 

5 2 

7'9 

19 0 


25 5 

1 6 

1-7 

8'2 

5 3 

66 

20'2 

25 4 

38 

1-8 

8 6 

5 5 

7-3 

21'2 

| 26 2 

50 

1-8 

8'8 

5'7 

7 1 

21-8 

25 2 

2 7 

1 7 

8 6 

5 4 

7-4 

20-4 

..1 23 9 

4 4 

1-8 

S'4 

5 G 

6'4 

20-2 

! 25 6 

4 6 

1 8 

8 5 

5'4 

5'1 

21-2 

• i 27-4 

4 8 

1 9 

9-1 

57 

5'7 

22-7 

. ! 25'8 

4 6 

1-9 

8-7 

5-7 

6 6 

24-9 


26-2 

4 9 

1-9 

8'8 

5'8 

7'6 

27'4 


25 8 

4-7 

T9 

8 7 

5 6 

6'3 

23-3 


27 4 

5'7 

1-9 

8'8 

6'0 

7-2 

30'3 


27 6 

5-8 

2 1 

9-1 

6'6 

6'7 

30'1 


28 8 

5'9 

1 8 

7'8 

7'4 

8 5 

32'2 

.. 

28-3 

6 4 

1'8 

7 9 

7'9 

9'0 

36'0 


28'2 

64 

T9 

6-4 

8'4 

8 T 

19-3 


28-1 

6-0 

T9 

80 

7 3 

7-9 

29'6 
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TABLE 4.—PRINCIPAL REVENUES 
(GROSS)— {contd.) 


Year 

Land 

Revenue 

Customs 

Income- 

tax 

Salt 

J Excise 

1 Opium 

Railways 

i 

1906 

29-7 

6 4 

2 1 

| 6 4 

88 

8 4 

19 3 

1907 

28-0 

7-5 

2 2 

| 4 9 

9 3 

7 8 

18-7 

1908 

29-5 

7 2 

2 2 

! 4 8 

9 4 

8 8 

14-8 

1909 

31 9 

7 3 

2 2 

I 4 9 

9 7 

8 2 

18 6 

1910 

31 2 

9 9 

2-4 

4-6 

10 5 

11 2 

j 20 8 

Average 

1 

30 1 

7*7 

2 2 

5 1 

1 

, 9 5 

: s9 

| 18-4 

1911 

j 31-0 

9 6 

2 4 

5 I 

11 4 

S 8 

23 8 

1912 

! 31 9 

10'6 

2 5 

4 9 

12 3 

7 f) 

26' 1 

1912 

1 32-1 

112 

2 8 

5 1 

13 3 

2 4 

26 4 

1 <414 

1 31 8 

9-4 

3 1 

i 5 9 

■ 13 2 

2 4 

23 7 

1915 .. 

| 33 0 

89 

3 1 

5 4 

12 9 

, 9 

26 9 

Average 

i 

$2 0 

9 9 

2 8 

j 5 3 

12 b 

4 S 

25 4 

1916 

33 0 

12 9 

5 7 

7 2 

13 8 

4 7 

32 0 

1917 

32 4 

16 5 

9-5 

8 3 

15 1 

4-5 

36 • 2 

1918 

31 5 

18 1 

11 6 

6 3 

17 2 

5 0 

37 4 

1919 

33 9 

22 5 

23 2 

5 8 

19'2 

4 6 

31-8 

1920 

32*0 

31 9 

22 2 

6 8 

20 4 

3 5 

25 0 

Average 

32'6 

20 4 

14 4 

6 9 

17 1 

4 5 

32-5 

1921 

34 7 

34 4 

22 1 

() 3 

17 2 

3 l 

15 2 

1922 

35 4 

41 3 

18 0 

68 

18-5 

38 

26 8 

1923 

34 9 

39 7 

18 2 

10 0 

19 4 

4 2 

32-7 

1924 

35 8 

45 8 

16-0 

7 4 

19 5 

3 8 

37 2 

1925 

35 6 

47 8 

15 9 

6 3 

19 9 

4 1 

34-4 

Average 

35 3 

41 8 

18 0 

7-4 

18 9 

3 8 

29 3 

1926 

34 9 

47 4 

15 6 

6 7 

19 8 

4 3 

34-1 

1927 

35 7 

48 2 

15 1 

6 6 

19 8 

3 9 

38-7 

1928 

33 2 

49 3 

16 7 

7 6 

20 0 

3 3 

37 5 

1929 

33 5 

51 3 

16 7 

6 8 

20 4 

3-0 

37-2 

1930 

30 3 

46 S 

16 0 

6 8 

16 S 

2 5 

39 1 

Average 

33 5 

48 6 

16 0 

6-9 

19 4 

3 4 

37 3 

1931 

33 0 

46‘4 

17 5 

8-6 

14 9 

2 1 

33 6 

1932 

30 9 

52 0 

18 0 

101 

14 9 

0 9 

33-4 

1933 

30 0 

47'2 

17 1 

89 

is o ; 

1 6 

33 0 

1934 

32 3 

52 7 

17 6 

8 0 

15'0 ? 

0 8 

32-4 

1935 ... 

32 2 

54 1 

17-1 

8 4 

15 3 | 

1 

0 6 

32 0 

Average ... 

31 7 

50 5 

17 5 

8 8 

15 0 1 

1 

1 2 

32-9 

1936 

31 9 

53-6 

15 4 

8-8 

15 4 

05 

32-7 

1937 ... 

28 8 

45 9 

13 4 

8 4 

14 6 

0 5 

32-7 
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TABLE 5.-PRINCIPAL REVENUES (NET) 
(In Crores of Rupees) 


Year | 

« 

Land 

Revenue 

i 

Customs 

Income- 

tax 

Salt 

i Excise 

i 

Opium 

1861 

17-4 

25 

1 8 

3 8 

1-5 

4-9 

1862 

17-3 

2 2 

17 

4'6 

1 7 

6-1 

1863 

17 7 

21 

1 4 

4-6 

1-6 

4-5 

1864 

17-4 

1 9 

1 2 

5 1 

1 7 

4 9 

1865 

177 

19 

0-66 

4 9 

17 

6-6 

Average 

17 5 

21 

1-4 

46 

1 G 

S-4 

1866 . 

16 5 

1 7 

0 0 

5 0 

1 6 

5 7 

1867 

17 5 

2 3 

0 6 

8 3 

1 9 

7-0 

1868 

17 3 

2 4 

0-4 

S 1 

1 9 

6 7 

1869 

18 6 

2 1 

1 0 

i 5 4 

j 19 

6 1 

1870 

18-2 

2 3 

1 9 

5 6 

! 

j 2 0 

6 0 

Average .. 

17 6 

2 2 

0 8 

5 3 

19 

6 3 

1871 

18 2 

2 3 

0 7 

5 4 

| 2 2 

7 6 

1872 

18-8 

2 4 

1 0 6 

i 5 6 

; 2 1 

6 8 

1873 

18-5 

2 4 

I 0 0 

56 

1 2 1 

6 3 

1874 

18 8 

2 4 

, 0 0 

5 7 

' 2 2 

6-2 

1875 

18'5 

2 5 

1 0 0 

1 

I ' W 

i 2 4 

6 2 

Average 

18 6 

2 4 

j 0 2 

5 6 

2 2 

6 6 

1876 

16 9 

2 2 

0 01 

5 8 

2 4 

6 2 

1877 . 

16 9 

24 

0 1 

1 5 9 

2 3 

6 5 

1878 

19'3 

2 1 

0 8 

! 6 5 

' 2 5 

7 7 

1879 

18 9 

2 0 

0 7 

i 6 9 

: 2 7 

8 2 

1880 

18 1 

2 3 

0 5 

1 67 

I 3 0 

I 

8 4 

Average 

18 0 

2-2 

0-4 

64 , 

1 

2 6 

7-4 

1881 

18 9 

! 2 1 

0 5 

6 8 i 

3 3 

7 8 

1882 

18 8 

1 1 

0 5 

5 7 

3 5 

7-2 

1883 

19-0 

10 

0 5 

5 6 

3 7 

7-7 

1884 

18 4 

0 8 

0 5 

6 0 

3 9 

5 8 

1885 

19 1 

! 1 0 

0 5 

5 9 

4 0 | 

5 8 

Average . j 

IS 8 

1 2 

0 5 

6 0 , 

3 7 

6 9 

1886 

19' 5 

1 1 1 

1 3 

6-1 | 

4 2 

6 2 

1887 

19 7 

1 2 

1-4 

6 2 | 

4 4 

6 0 

1888 

19 5 

1 1 

1 49 

7 2 

4-5 

5 9 

1889 

20 3 

1 3 

1 56 

7 7 

4 7 

6 9 

1890 

20 3 

1 6 

1 5 

8 0 

4 7 

5 6 

Average . 

19 9 

1'3 

1 5 

7-0 

4 5 

6-1 

1891 

20 1 

1-5 

1 6 

8 1 

4 9 

6-1 

1892 

20 9 

1 4 

1 b 

8-1 

5 0 

6 3 

1893 . 

21 5 

1-5 

1 7 

7 7 

S 1 

4 7 

1894 

21 3 

3 6 

17 

8-1 

5 3 

5 7 

1895 

22 1 

4-8 

1 8 

8-3 

5 5 

5-0 

Average . 

21 2 

2 6 

17 

8 1 

5-2 

5 6 

1896 

19 8 

4 2 

1-8 

7 8 

5 4 

3 9 

1897 . 

21-4 

4 4 

1-8 

8 1 

5-2 

2-7 

1898 . 

23'4 

4-5 

1-8 

8 6 

5 5 

3-3 

1899 . 

21-8 

4-5 

1 87 

8-3 

56 

4-4 

1900 

22'0 

4 7 

1-87 

8 4 

5 6 

5-4 

Average . 

217 

4 5 

1 8 

8 2 

5-5 

3 9 


Rail¬ 

ways 


- 1 S 


- 1 1 
- 0-1 
-20 

- 15 
-10 

- 1-1 

- 0-2 

- 1-3 

- 0-3 
-10 
-07 

- 0 7 

- 1 1 
- 2-1 
-22 
- 1-8 
- 0-6 

- 16 

- 0-3 

- 1 8 

- 1 5 

- 2-3 

- 1-6 

- 1 5 

-26 

- 1-4 

- 0-9 
0-2 
0 6 

- 0-8 
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TABLE 5.—PRINCIPAL REVENUES (NET)— {contd.) 
(In Crores of Rupees) 


Year 

| 

j Land 

1 Revenue 

! 

Customs 

Income- 

tax 

Salt 

! 

Excise 

j 

Opium 

Rail¬ 

ways 

1901 

23‘2 

5 5 

1 87 

8 4 

5 8 

4'8 

i 

1-2 

1902 

23 3 

5 6 

2 07 

8 7 

6 4 

4-3 

1-7 

1903 

24 3 

S 7 

1 77 

7 4 

7-1 

1 5-2 

1-2 

1904 

23 5 

6-2 

1 77 

7 5 

7 6 

j 6 2 

3-2 

1905 

23 3 

6 2 

1 87 

| 

6 0 

81 

5 3 

3 0 

Average 

23 5 

5 8 

1 <J 

1 

7 6 

7 0 

1 

5 2 

2 1 

1906 

24 8 

6-1 

| 2 07 

60 

' 8 4 

j 5-6 

3-3 

1907 

22 8 

7 2 

2 17 

4 5 

8 9 

1 5 4 

2-4 

1908 

24 1 

6 9 

2 17 

4 4 

8 9 

7 0 

- 2-0 

1909 

26 5 

7 0 

; 217 

1 4 5 

9 2 

6 6 

1-2 

1910 

25 8 

9-6 

1 2 37 

1 4 2 

i 

! 9 9 

9 4 

i 3,1 

Average 

24 8 

7-4 

j 2 2 

47 

9 1 

68 

1-6 

1911 

25-5 

9 3 

1 36 

4 7 

10 8 

j 73 

I 5-7 

1912 

26-2 

10 3 

2 47 

4 5 

11 7 

6 7 

| 7-2 

1913 

26 3 

10 8 

| 2 76 

1 4 7 

12 7 

0 9 

1 7-2 

1914 

26 0 

9 1 

3 01 

, 5 4 

] 12-6 

1 5 

3 3 

1915 

27 2 

8 6 

3 09 

49 

! 12 3 

i 1 2 

6 0 

Average 

26 2 

9 6 

2 5 

j 4 8 

12 0 

3 6 

5 9 

1916 

27 3 

12-6 

5 62 

6 6 

! 13 2 

3-3 

11-3 

1917 

26 9 

16 1 

8 35 

7-7 

14 2 

! 2-9 

14-9 

1918 

25-4 

17 7 

11 4 

55 

16 5 

; 3 o 

15 8 

1919 

26 5 

22 1 

22 28 

4 9 

18 3 

3 3 

13-8 

1920 

23-9 

31 4 

20 71 

; 5 8 

19 2 

, 2 3 

5 6 

Average 

26-0 

20 0 

12 5 

i 6 1 

1 

16 3 

3 0 

j 12 3 

1921 

28-8 

33 8 

21 7 

4 8 

16 0 

1 3 

! - 9-1 

1922 

29 4 

40 6 

17 5 

5 3 

12 2 

1 9 

; 1-2 

1923 

29-7 

39 0 

17-6 

8 6 

| 18 1 

! 1 7 

6 4 

1924 

32 0 

45 0 

15 4 

6 2 

18 2 

• 1 4 

6 8 

1925 

31 5 

47 0 

1 15 3 

5 1 

1 17 4 

2 0 

5 5 

Average , 

30 3 

41 1 

17 5 

60 

16 4 

1 7 

2 2 

1926 

30 7 

46 6 

15 0 

5 5 

17 4 

3 3 ! 

6 0 

1927 

31 5 

47 4 

14 4 

5 4 

17-6 

3 1 

6-3 

1928 

28 9 

48 3 

16-0 

6-4 

17-8 

2 7 ! 

5 2 

1929 

29 2 

50-3 

16-0 

6 5 

18-2 

2 6 

6-1 

1930 

26 1 

45 9 

15 3 

5 6 

14 6 

1 8 

5-8 

Average .., 

29 3 

47 7 

15-3 

5 9 

17-1 

2 7 

5 9 

1931 

29-0 

45'5 

16'8 

7 4 

13 0 

1 3 

o-o 

1932 

27 4 

51 0 

17-2 

9'0 

13 1 

0-1 

0-0 

1933 . . 

26-5 

46-2 

16-3 

7-7 

13-2 

0 9 

o-o 

1934 ... 

30-0 

52 7 

17-5 

80 

12 6 

0 7 

o-o 

1935 . 

28-4 

52 2 

17-1 

84 

13 2 

0 6 

o-o 

Average 

28-3 

49-5 

17-0 

8 1 

13-0 

0 7 

o-o 

1936 . 

28-3 

52-0 

14-5 

7-7 

13 5 

0 2 

o-o 

1937 

25-7 

44-8 

13 1 

7-3 

13-1 

0-3 

2’8 
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TABLE 6.—PRINCIPAL ITEMS OF EXPENDITURE 
(In Crores of Rupees) 
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TABLE 7.—DETAILS OF LAND REVENUE 
(In Lakhs of Rupees) 


Year 
0 ) ! 

Revenue 

(2) 

Expenditure j 
(3) 1 

l 

Net Revenue 

(4) 

Portion due to 
Irrigation ■ 

(5) 

Total Revenue 
(4 + 5) 

1911-12 

31,14-70 

5,67-97 

25,46-73 

2,02-72 

27,49-45 

1912-13 j 

31,92-37 

5,80-20 

26,12 17 

2,30-74 

28,42 91 

1913-14 

32,08-74 

5,97-96 

26,10 78 

2,52 66 

28,63-44 

1914-15 

31,83-23 

5,87-10 

25,96 13 

2,50 18 

28,46 31 

1915-16 

33,04-67 

5,85 56 

27,19 11 j 

2,06 06 

29,85-17 

1916-17 

33,06-19 

5,71 97 

27,34 22 

2,74 07 

30,08 29 

1917-18 

32,41-09 

5,67 34 

; 26, 

7'< 75 

2,65-33 

29,39-08 

1918-19 

31,63-49 

6,15'65 

| 25,47-84 

2,85 o; 

28,33 51 

1919-20 

33,91 49 

6,44 62 

27,46-87 

2,91 78 

30,38-65 

1920-21 

31,97 48 

8,10 34 

23,87 14 

2,85 64 

26,72-78 


Central 

Provincial 

Central 

Provincial 

Central 

Provincial 

Central 

Provincial 

Central 

Provincial 

1921-22 1 

33-18 

34,38 99 

14 68 

5,77 24 

18 50 

28,61 75 

1-98 

3,47-73 

20 48 

32,09 48 

1922-23 

42 93 

34,92 23 

13 37 

5,79 53 

29 56 

29,12 70 

1 98 

3,59 82 

31 54 

32,72-52 

1923-24 

43-06 

34,46 53 

11-16 

5,06 86 

31-90 

29,39-67 

1 91 

4,14 34 

33-81 

33,54-01 

1924-25 

37-81 

35,45 77 

11 21 

3,73-23 

26-60 

31,72-54 

1 80 

4,34 23 

28 40 

36,06-77 

1925-26 

38-53 

35,16-78 

12-30 

3,99-21 

26 23 

31,17 57 

2 12 

4,32 32 

28 35 

35,49 89 

1926-27 

41-00 

34,47 31 

12 50 

4,10 02 

28 50 

30,37 29 

1 82 

4,26 95 

30-32 

34,64 24 

1927-28 

40-92 

35,27 82 

11 44 

4,13-39 

29 48 

31,14 43 

2 84 

4,48 69 

32-32 

35,63 12 

1928-29 

38-32 

32,77-89 

12 02 

4,18-70 

26-30 

28,59 19 

2 45 

5,81 10 

28 75 

34,40 29 

1929-30 

38-17 

33,08-94 

10 90 

4,15-59 

27-27 

28,93-35 

2 63 

5,88-22 

29-90 

34,81-57 

1930-31 

33-94 

29,93-76 

992 

4,07-60 

24 02 

25,86 16 

2 71 

5,59 66 

26 73 

31,45 82 

1931-32 

33-94 

32,65 10 

9 21 

3,91 19 

24 73 

28,73 91 

2 43 

5,38-69 

27 16 

34,12-60 

1932-33 

17-86 

30,67-94 

5-40 

3,47-96 

12 46 

27,19 98 

0 93 

5,88 34 

13-39 

33,08-32 

1933-34 

17-60 

29,82 00 

5-67 

3,42 82 

11*93 

i 

26,39 18 

0 85 

6,11-30 

12-78 

32,50-48 

1934-35 

20-92 

32,08-65 

5 87 

3,42-24 

15 05 

28,66-41 

1-05 

5,37-40 

16*10 

34,0381 

1935-36 

26-25 

31,91-54 

6'12 

3,43 34 

20-13 

28,48-20 

0-92 

6,59-48 

21-05 

35,07-68 

1936-37 

17-42 

31,71-13 

6 53 

3,5213 

10-89 

28,19-00 

3-92 

6,82 93 

21 33 

38,54-07 

1937-38 

19-18 

1 28,59*52 

5-53 

1 

3,07-56 

13-65 

25,51-96 

4-00 

3,68-17 

17-65 

29,20-13 


1 From 1921-22 1 Land Revenue ’ became a provincial head and the Central Government 
derived Land Revenue from places directly under its control. 
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TABLE 8.—DETAILS OF REVENUE FROM INCOME-TAX 
(In Lakhs of Rupees) 


Year 

Revenue from 
Ordinary 
collections 

By deduction 
from Salaries 
and Pensions 

By deduction 
from Interest on 
Govt securities 

Refunds 

Total 

Income-tax 

Super Tax 

Excess 
profits duty 

Miscellaneous 

Total Revenue 

1911-12 

190 85 

45 2b 

8 99 


245 10 

| 



2 83 247-93 

1912-13 

202-b4 

40 28 

9 67 


258 59 



2 77 261-36 

1913-14 

233 26 

47 76 

8 97 


| 289 99 



2 55 292 54 

1914-13 

244 37 

48 65 

9 41? 


| 302 44 



3 07 305-51 

1915-11) 

252 58 

48 33 

9 50 


1 310 41 



3 11 313-52 

1916-17 

4G4 93 

71 29 

23 39 


l 559 61 

l | 



6 33 565 94 

1917-18 

009 92 

78 40 

27 79 


' 716 11 

221 59 


8 52 946 22 

1918-19 

717 31 

87 85 

26 68 


827 81 

318 82 


13 11 1163 77 

1919-20 

998 23 

97 87 

25 67 


1121 77 

263 53 

922 80 

12 68 2320 78 

1920-21 

1342 07 

53 15 


127 54|1L67 68 

635 90 

188 16 

2091 74 

1921-22 

1 

1608 5U 


190 16 1418 43 

777 58 

21 53 

2217 55 

1922-23 

929 7G 

169 79 

431 58 

264 33 

1266 80 

545 77 

1 37 

1813 94 

1923-24 

1233 38 

134 07 

43 35 1 

136 154 274 65 

574 28 

0 19 

1849 12 

1924-23 

11066 74 

130 49 

43 13 

87 94| 1152 42 

470 21 

0 23 

1622 86 

1925-20 

1119 17 

139 30 

42 34 

140 47 

1160 34 

457 85 

0 01 

. . 1618 20 

1926-27 

1094 76 

143 71 

50 21 

135 52 

1153-21 

452 24 

0 18 

1605-63 

1927- 28 

1085 73 

153 32 

53 78 

139 15 

1153 68 

389 04 

0 01 

0 26 1542-99 

1928-29 

1155 64 

157 05 

60 99 

148-13 

1225 55 

479 85 

-0 05 

0-361705 71 

1929-30 

1170 69 

160 88 

72 03 

156 63 

1252 98 

452 92 

0-01 

0-391706 30 

1930 31 

1078 86 

16b 73 

86 38 

129 70 

1202 28 

427 80 

0 01 

0-891630 98 

1931-32 

1180 82 

223 11 

133 98 

134 38 

1403-54 

352 73 

0 01 

0-671756 95 

1932-33 

1255 69 

218 49 

167 20 

155 64 

1485 73 

313 93 

0-01 

0 64 1800-31 

1933-34 

1195 15 

262 62 

184 63 

178 26 

1464 13 

251 39 

0 01 

0 361715-89 

1934-35 

1225 03 

272 74 

174 56 

213 99 

1458 35 

298 63 


1-061758-04 

1935-30 

1209 59 

266 11 

154-50 

22T68 

1408 53 

300 48 

0-04 

0-911709-96 

1936-37 

1104 82 

234 33 

129 45 

223 75 

1244-86 

291-35 


1-02 1537-23 

1937-38 

1143*61 

i 

222-86 

120-01 

244-17 

1242-31 

147*10 

i 

1 02 1390-43 
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TABLE 9.—YIELD OF THE INCOME-TAX IN THE 
DIFFERENT PROVINCES (NET) 

(In Lakhs of Rupees) 


Yeai 

• 

1 3 

TJ 

rt 

£ 

, 

' 

a ; 
& 1 
a 

o 

« 

*5 

to | 

e * 

<D 

CQ 

j 

U) 

V O 
£ a 

JE 

i & 
i s, 

U 

1 ? 

Bihar and 
! Orissa 

i 

Central 

Provinces 

1 

B 

C/3 

C/3 

< 

India 

General 

Total Yield 
; (including 
Burma) 

1911-12 

i 

31 70) 

53 111 

i 

51 io! 

1 

24 16, 

16 11 

[ 

6 96 I 


24 14 

2,43 69 

1912-13 

34 45 

56 62 

53 98 

25 20 

16 80 

12 87 

7 29 

3 98 

25 13 

2,57 10 

1913-14 

37 09 

65 64 

64 83 

26 81 

r 03 

j 13 40 

8 50 

i 

4 22 

2b 36 

2,87 85 

1914-15 

39 88 

67 31 

68-31 

27 38 

17 76 

j 13 79 

8 95 

4 53 

27 07 

3,00 61 

1915-16 

40 15 

71 77 

70 74 

28 03 

18 43 

13 82 

9 32 

4 55 

25 56 

3,08 35 

1916-17 

59 44 

1,39 06 

1,66-92 

42 47 

24 35 

; j9 76 

13 03 

6 72 1 

46 45 

5,60 37 

1917-18 

80 73 

2,76 32 

3,37 7S : 

52 71 

35 70 

23 48 

15 94 

9 13 

56-54 

9,39-84 

1918-19 

1,04 29 

3,87 04; 

3,48 78: 

71 77 

39 73 

27 15 

18 46 

8 92 

67 32 

11,55 43 

1919-20 

1,60-87 

, 7,22 12 

9,48 59 

1,02 94 

54 46 

35 32 

55 19 j 

7-76 

76 12 

23,05 51 

1920-21 

1,93 00 

6,73 17 

8,36 64 

92 01 

63 80 

35 36 

34 44 

10 71 

90 86 

21,97 21 

1921-22 

1,73-32 

8,29 66 

6,54 41 

1,17 20 

53 77 

39 82 

54 49 

8 29 

1,02 28 

21,88 59 

1922-23 

1,27 46 

7,80 06 

3,20 04 

92 70 

70-76 

56 63 

56 92 

9 02 

93 28 

17,69 38 

1923-24 

1,54-93 

. 5,18 51 

5,96 59 

83 42 

71 41 

45 02 

54 55 

13 37 

94 27 

17,86-46 

1924-25 

1,21 52 

3,89 86 

5,46 51 

73 29 

55 59 

38 91 

47 IS 

20 87 

90 49 

15,60 86 

1925-26 

1,33 55 

3,37 55 

5,84 08 

74 42 

60 05 

34 26 

34 43 

17 59 

95 65 

15,53 32 

1926-27 

1,25-31 

3,06 54 

5,60 38 

67 58 

63 22 

54 01 

35 33 

19 74 

1,01 79 

15,36 52 

1927-28 

1,31-59 

5,09 01 

4,78 40 

75 93 

68 93 

41 44 

25 92 

18 13 

1,11-64 

14,77 08 

1928-29 

1,28 09 

3,01 56 

6,04-27 

82 70 

58 79 

92 50 

31 45 

20 42 

1,18 73 

16,36 69 

1929-30 

1,32-50 

' 3,52 20 

6,07 33 

83-21 

56 59 

45 92 

29 71 

17-69 

1,29 34 

16,35 50 

1930-31 

1,28 90 

' 3,25-35 

5,46 04 

82 25 

50 85 

45 59 

32 75 

16-06 

1,36 58 

15,56 25 

1931-32 

1,50-40 

4,06 99 

4,47 97 

1,02 10 

68 66 

59 91 

38 69 

18-77 

1,91 59 

16,83-11 

1932-33 

1,57 98 

4,42 94 

4,28 20 

1,08 17 

78 89 

65 27 

34 94 

17-88 

2,11 43 

17,16 90 

1933-34 

1,60-46 

4,38-69 

3,58 42 

1,14-73 

80-72 

58 72 

30 92 

20-72 

2,27 48 

16,33-40 

1934-35 

1,53 15 

4,03 31 

4,20-97 

1,25 53 

82 66 

bl 83 

26 09 

16-77 

2,39-45 

16,72-93 

1935-36 

1,45-70 

3,98-96 

4,32-81 

1,20-08 

78-72 

53 76 

21-45 

14-87 

2 22-12 

16,18-59 

1936-37 

1,08-54 

3,87-22j 

4,32-13 

87 80 

91 80 

„ 

49-26 j 

18-11 

, 

17-12 

1,20-24 

14,48 59’ 

1937-38, 

1,00-65 

! 

3,54-21 

3,80-15 

76-481 

99 09 

39-10 

10-67 

19-00 

1,11-62 

11,91-20* 


Does not include Burma 
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TABLE 10.—DETAILS OF EXCISE REVENUE (DRINK AND DRUGS) 
(In Lakhs of Rupees) 


Year 

~ ri) ~ 

License and dis¬ 
tillery fees and 
duties for the 

1 sale of drinks 
, and drugs 

(2) 

I Miscellaneous 

(3) 

Duty on hemp 
drugs, ganja, 
etc. 

(4) * 

Returns from 
commercial 
undertakings 

(5) 

Total 


, Central| Provincial 

| Centra’’ 

jProvincial 

Central! Provincial 

j Central 

| Provincial 

Central 

Provincial 

1911-12 

8,57-50 

n-86 

167-38 

1,04 72 

11,41-46 

1912-13 

9,26 80 


5 33 

180 29 

1,29-28 

12,41-69 

1913-14 

9,89 35 


5-71 

202-63 

1,36-45 

13,34-15 

1914-15 

9,77-03 


6 95 

212 33 

1,32-21 

13,28 53 

1915-16 

9,30 20 


6-89 

216-41 

1,41-33 

12,94-83 

1916-17 

10,07 80 


7-49 

223-55 

1,43 53 

13,82-38 

1917-18 

11,31 05 


7 63 

234-53 

1,51-04 

15,24-26 

1918-19 

13,06 27 


8-88 

255 17 

1,63 32 

17,33-63 

1919-20 

14,63 33 

10-16 

285 37 

1,67 09 

19,25 94 

1920-21 

15,49-52 

11-89 

313-85 

1,68 39 

20,43 65 

1921-22 

50 48 

14,38-56 

0 07 

7-07 

150 

79 76 

187 

1,50-81 

53 80 

16,64-82 

1922-23 

46 56 

15,49 83 

0 06 

10 83 

3-18 

96 74 

2 01 

1,60-96 

51-69 

18,03-53 

1923-24 

45-15 

16,39 26 

0 15 

10 82 

141 

96 94 

1-84 

1,56-51 

48-25 

18,92-27 

1924-25 

39 00 

16,08 85 

0 17 

37-85 

1 18 

1,17-69 

1 67 

1,56 09 

41-99 

19,09-69 

1925-26 

37 28 

15,59 11 

0 42 

26-16 

1-80 

1,12 51 

2 85 

2,62 71 

42-21 

19,47-66 

1926-27 

36-32 

15,28 79 

0-49 

30-09 

1 61 

1,17 97 

2 77 

2,78 44 

41-13 

19,41-55 

1927-28 

47 40 

15,48 67 

0-49 

28 59 

1 77 

1,18 52 

3-26 

2,62 20 

52-15 

19,30-01 

1928-29 

41-43 

13,58-48 

0 28 

21 52 

11-29 

5,72-36* 


*14-48 

53 01 

19,66-86 

1929-30 

40-57 

14,08-79 

0 41 

20 01 

14-19 

5 63 66 

... 

15 61 

55-16 

20,08-07 

1930-31 

32-47 

11,28-50 

0 32 

18 98 

13-81 

4,86 58 


12-17 

46-61 

16,46 25 

1931-32 

36-12 

9,94-48 

0 29 

1811 

14-85 

4,34 22 


10-66 

51-26 

14,57 46 

1932-33 

30 99 

10,31-49 

0-23 

18 98 

10 37 

4,17-65 


0 04 

41-59 

14,68-15 

1933-34 

29-73 

10,49-62 

0-26 

20-85 

10-35 

4,05-45 

... 

0 30 

40-33 

14,76-22 

1934-35 

29-79 

10,54-87 

0-20 

21-84 

10-88 

4,06-02 


0-03 

40-77 

14,82-75 

1935-36 

28-11 

10,80-65 

0-27 

23-20 

10-60 

4,03-73 


0-02 

38-98 

15,07-60 

1936-37 

27 62 

10,91-78 

0-22 

23-71 

10-98 

4,04-23 



38 82 

15,19-73 

1937-38 

16-28 

10,77-41 

0-03 

11-67 

7-25 

3,89 05 

... 


23-57 

14,78-12 


1 Change in the classification of accounts led to the wide disparity between the figures for 
this and the previous year. ° 
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EXPLANATORY NOTE TO TABLE 10 

1911-12 to 1920-21- 

(1) Liquors foreign or made in India 
Country spirits, 

Toddy revenue. 

(2) Miscellaneous. 

(3) Opium and its preparations, 

Other drugs, ganja, bhang, ete 
Pachawai levenue 

Duty on ganja 

(4) Gains on sale proceeds of excise opium, etc 
1921-22 to 1927-28— 

(1) License and distillery fees for the sale of drink and drugs 

(2) Fines, confiscations and miscellaneous 

(3) Transit duty on opium and duty on ganja and acreage on poppy 

(4) Gain on sale proceeds of excise opium and other drugs, 

Recoveries of investments in Government commercial undertakings, 

Profits from Government commercial undertakings 

Recoveries of indirect charges from Government commercial undertakings 
After 1927-28— 

(1) Country spirits—country fermented liquor—rualt liquors, wines and spiritr, 

receipts from commercial spirits, medicated wines, and d.stilleries, 

(2) Fines, confiscations, etc —recoveries of over payments,—collection of pay¬ 

ments for sei victs rendered. 

(3) Opium, hemp and other drugs 

(4) Recoveries of investments in Profits from and lecovenes of indirect 

charges from commeicial undei takings 


In the Government accounts, 1 excise' is applied chiefly to the taxation 
imposed on drugs and intoxicants produced in the country The excise duty on 
motor spirit, kerosene, s.lver, sugar, matches, iron and steel, and mechanical 
lighters are credited to ‘ customs 
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Year 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 

1920- 21 

1921- 22 
1922 23 

1923- 24 

1924- 25 

1925- 26 

1926- 27 

1927- 28 

1928- 29 

1929- 30 

1930- 31 

1931- 32 

1932- 33 

1933- 34 

1934- 35 

1935- 36 

1936- 37 

1937- 38 


TABLE 11.—DETAILS OF SALT REVENUE 
(In Lakhs of Rupees) 
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TABLE 12.—FINANCIAL STATISTICS OF RAILWAYS IN INDIA 
(In Rupees 000) 


Year 

! Total Capital 
! at Charge 

! 

Gross 

Earnings 

1 

Workmg 

Expenses 

1 

j Net Earnings 

! 

j Percentage of 
i W orkiog 
| Expenses to 

1 Gross 

Earnings 

! Percentage of 

1 Net Earnings 

1 on Total 
Capital at 
Charge 

1911-12 

450,07 

55,28 

28,84 

2G,44 


52 17 


5 37 


1912-13 

465,15 

61,65 

30,16 

31 19 


48 92 


b 77 


1913-14 

495,09 

63, Su 

32,93 

30 6b 


51 79 


6 19 


1914-15 

519,22 

60,4 ' 

32 7.*> 

27.68 


54 19 


5 33 


1915-16 

529,9S 

64,66 

32,"2 

31,71 


50-9) 


5 99 


1916-17 

535,28 

70,68 

i 1,40 

37,28 


47 20 


6 96 


1917-18 

511,80 

77,36 

15,36 

42,00 


45 72 


7 75 


1918-19 

519,74 

86,29 

41,80 

44,49 


48 45 


8 09 


1919-20 

566 38 

89,15 

50,65 

38,50 


56 81 


b 80 


1920-21 

626,81 

91,99 

60,29 

31,70 


b5 54 


5 0b 


1921-22 

647,97 

92,89 

70,80 

22,09 


76 22 


3 41 


1922-23 

697,40 

105,65 

72,99 

32,66 


69 09 


4-68 


1923-24 

717,93 

107,80 

68,45 

39,35 


63 50 


5 48 


1924-25 

733,37 

114,75 

69,37 

45,38 


60 45 


6 19 


1925-29 

754,32 

113,39 

71,00 

42,30 


62 69 


5 bl 


1926-27 

788,67 

112,36 

69,70 

42,66 


62 04 


5 41 


1927-28 

822,86 

118,26 

72,60 

45,66 


01 39 


5 55 


1928-29 

831,39 

118,87 

74,62 

44,25 


62 77 


5 32 


1929-30 

856,75 

116,08 

75,48 

40,60 


65 02 


4 74 


1930-31 

869,81 

106,57 

74,23 

32,34 


69 66 


3 72 


1931-32 

876,34 

97,20 

69,09 

28,11 


71 08 


3 21 


1932-33 

884.91 

96,21 

68,90 

27,31 


71 61 


3-09 


1933-34 

884,41 

99,58 

69,54 

30,04 


69 84 


3-40 


1934-35 

885,47 

102,81 

70,60 

32,21 


68 b7 


3 t>4 


1935-36 

879,59 

103,84 

70,94 

32,90 


68'31 


3 74 


1936-37 

880,13 

108,07 

69,93 

38,14 


64 71 


4 33 


1937-38 

845,68 

107,57 

69,63 

37,94 


64 73 


4-49 
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TABLE 13.—FINANCIAL POSITION OF RAILWAYS 
(In Rs. 000) 



Capital at Charge on 

Class and Name of Railwa> 




31 March 

31 March 


1929 

1937 

CENTRAL GOVERNMENT 



Commercial Lines 



State Railways worked by the State 



East Indian (including Bihar) 

1,39,75 

1,47,70 

Eastern Bengal 

47,84 

51,48 

Great Indian Peninsular 

1,11,82 

1,14,58 

North Western (including New Capital Railway Works, 



Delhi) .. . ..... 

1 ,02,68 

1,13,05 

Burma 

32,76 

34,69 

Railway Colheries 

98 

1,87 

Total 

4,35,83 

4,63,36 

Stale Railways worked by Companies of 



Indian States 



Assam Bengal 

21,62 

23,87 

Bengal Nagpur 

71,61 

77,84 

Bezwada (including Dhone-Kurnool) 

33 

46 

Bombay, Baroda and Central India 

70,24 

73,78 

Jodpur (Brit sh Sect on) 

83 

1,16 

Lucknow Bareilly (Rohilkund—Kumaon) 

1,56 

2,54 

Madras and Southern Mahratta 

54,75 

53,31 

South Indian 

35,88 

45,68 

Tirhoot (Bengal and North Western) 

9,26 

10,01 

Contribution to Depreciation Reserve Fund 



Total 

2,66,08 

2,88,63 

Miscellaneous 

3,20 

3,09 

Total Commeical 

7,05,11 

7,55,08 

Strategic Lines 



North Western 

33,10 

33,80 

Total Central Government 

7,38,21 

7,88,88 

PROVINCIAL GOVERNMENTS 



Government of Assam—Jorhat (Reserved) . . . 

13 

13 

Government of U.P.—Distillery Sidiq (Reserved) 

1 

1 

Total Provincial Governments ... 

14 

14 

Grand Total ... 

7,38,35 

7,89,02 


APPENDIX F 


51 i 


TABLE 13.—FINANCIAL POSITION OF RAILWAYS 
(In Rs. 000) 
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TABLE 14 —FINANCIAL RESULTS OF IRRIGATION, 1936 37 
(In Rs 000) 



| 

<d o i 

op 1 ? ! 

venue 

)tS 

bd m 
a <u 

rt 

o ^ 
rt 

"•a sj, 

Piminces and Canals 

^ to 1 

1:5 s 1 

*2* , 
_L> 

Total Re 
recei 

ii 

s s 

8 t: 
u cx 

v cd i 
£ w 

o. a, _ o> 

u C4 2 « 

r y viw 

04 § 25 

Ceniral Government — 




1 

! 

Pishm Canal (Baluchistan) 

28,95 

30 

53 

1,08 

-4 55 

Nan Weir Canal ( ,, ) 

Tank Projects (Rajputana) 

6,28 

10 

10 

27 1 

! -4-26 

34,21 

95 

I 64 

1,15 

-2 45 

Total (Unproductive) 

69,44 

1,35 

1,27 

2,50 

-3 49 

Nasirabad Section of Lloyd Bar- 



I 


rage & Canals System (Sind) 

1,07,53 ( 

3,15 

8,95 , 

5,17 | 

- 10-20 

Total Central Government 

1,76,97 j 

4,50 

10,22 | 

7,67 | . 


Provincial Governments — 
Government of Madras 


Cauvery Delta System 

78,33 

13,86 

. 2,36 

3,15 

I 10 65 

Godavari Delta System 

1,68,84 

51,98 

11,44 

6,13 

20 38 

Pennar River Canals Svstini 

I 58,82 

5,92 

1 1,09 

1,98 

4-85 

Penyar System ... 

1 1,04,65 

8,61 

1 1,89 

3,51 

307 

K stna Delta System 

2,20,96 

44,91 

| 9,30 

8,08 

12 46 

Lower Coleroon Anicut 



1 

| 


System 

29,13 

4,63 

1,38 

| 1,13 

7 20 

Dm pumping System 

25,89 

3,18 

35 

97 

718 

Toludur Reservoir Project 

| 23,51 

83 

45 

1,01 

-2-69 

Cauvery Mettur Project 

I 6,48,54 

11,04 

3,77 

31,44 

-3-73 

Kattalai Scheme 

38,51 

1,10 

48 

1,86 

-323 

Other Projects 

73,78 

9,88 

3,61 

2,77 

4 74 

Total Productive 

14,70,96 

1,55,94 

36,12 

62,03 

3’93 

Kumool-Cuddapa Canal 

2,33,14 

3,15 

88 

I 7,82 

-2 38 





5,03 

-2 16 





12,85 

— 2T1 





74,88 

2-62 





2,87 

-462 





4 

-14-85 





77,79 j 

2-29 

vovemmem oi nonway — , 



1 



Total Productive 

13,75 

1,64 

22 

46 

6 91 

Mutha Canal including Matoba 






Tank ... 

66,83 

4,10 

87 

2,29 

1-39 

Nira Left Bank Canal and 

I 

1 

1 



Shetphal Tank 

1,39,45 

6,92 

1,92 

5,84 

-0-60 

Godavari Canal 

1,00,68 

4,21 

3,23 

3,44 

-2-44 

Nira Right Bank Canal 

4,01,41 

2,59 

3,45 

18,25 

-4-76 

Pravara River Works 

1,45,10 

6,07 

3,90 

5,98 

-2-62 

Other Projects 

1,67,24 

4,48 

2,97 

5,63 

-2 46 

Total Unproductive 

10,20,71 

28,37 

16,34 

41,43 

-2-88 

Total Government of Bombay 

10,34,46 

30,01 

16,56 

41,89 

-2-75 
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TABLE 14.—FINANCIAL RESULTS OF IRRIGATION, 
1936-37 (In Rs 000)—( continued ) 


Provinces and Canals 


Government of Bengal — 


i x 35 


a - 
U 


3 

o 

H 


Damodar Canal 
Bakresvvar Imgation Scheme 

Total Pioductive 

Midnapur Canal 

Total Irrigation t 

i 

HijUi Tidal Canal . 1 

Calcutta and Eastern Canals i 
Madanpui Bil Route 
Dredger 1 Ronaldshay ’ 

Dredger ‘ Cowlev ' 

Other Projects 


Total Government of Bengal 


Government of United Provinces —i 

Ganges Cana) .. ! 

Lower Ganges Canal 
Eastern Jumna Canal 
Agra Canal 
Sarda Canal 

Grid Hydro-Electric Scheme .. 
Ramganga Canal . 

Tube Wells (State) 

Other Projects 

Total Pi oductue 

Dun Canals 
Betwa Canal 
Ken Canal 
Dhasan Canal 

Ghaggar Canal including Garai 
Canal 

Other Projects 

Total Unproductive 


Total Govt, of United Provinces 


1,17,58 

4 j3 I 

2 ,/I i 

5,68 

-2-97 

7,03 , 

19 

14 i 

35 1 

-4 27 

1,34,60 

5,1? 

2,88 1 

6,03 

-3-04 

81,07 

1,26 

1,27 i 

2,76 

-3-34 

3,07,67 

6,38 j 

4,15 

8,79 

-3 16 

25,51 

57 i 

41 

85 

-2 73 

69,88 

3,75 

4,32 

2,21 

-3 98 

83,11 

1,75 ! 

1,67 

3,51 I 

-4-13 

48,40 

1 

1,56 

2,42 1 

-8 19 

45,39 

1 

92 

2,27 j 

-6 99 

38,42 

96 i 

2,46 

1,64 | 

-8-17 

5,18,38 ! 

13,43 1 

15,49 

1 21,69 

j -4-58 


1 



j- 


4,18,77 

73,63 

17,62 i 

14,58 . 

9-90 

3,91,80 

46,70 1 

14,79 

13,07 ' 

4 81 

56,92 

26,32 i 

5,36 

2,05 I 

33 23 

1,15,10 

12,38 1 

4,60 

3,84 1 

3 43 

9,60,83 

41,71 

24,95 

45,24 ] 

-2 96 

3,01,57 

20,45 

9,21 

10,64 

O'20 

26,45 

1,65 : 

2,35 

1,25 

-7 39 

99,11 

9,47 ! 

9,03 ! 

2,37 i 

-1 94 

19,69 

1,19 

1,02 ; 

56 j 

-1 97 

23,90,24 ; 

2,33,50 

88,93 | 

93,60 j 

2T3 

26,06 

2,09 

85 

1,10 i 

0 54 

82,33 

5,98 

3,01 1 

2,77 | 

0-24 

58,79 

3,05 

1,65 

1,96 1 

-0 96 

48,47 

1,58 i 

U3 1 

1,63 

— 2'46 

50,27 

2,09 * 

1,39 1 
2,13 

1,84 

-2-25 

| 91,80 1 

2,56 

3,97 

-3 86 

1 3,57,72 

t 

17,35 

10,16 

13,27 

-1-70 

27,47,96 1 

I 

l t 

2,50,85 

99,09 ' 

1 

1,06,87 

1-63 

1 


33 
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TABLE 14.—FINANCIAL RESULTS OF IRRIGATION, 
1936-37 (In. Rs 000)—( continued) 



>,u_ 

rt o 

- B - 

3 

a 


c: 

ti Jj T3 

S s 3 

Provinces and Canals 

Capital out 
' to the end 
1936-37 

1 

Total Reve 
receipts 

Working 

expenses 

i Intel est o 
capital 

Rate per c< 
on capital o 
lay to the e 
of 1936-3 

Government of Punjab — 

1 





Upper Bari IJoab Canal 

.. ' 2,09,99 

60,42 

16,44 

7,04 

17 59 

Western Jumna Canal 

1,81,01 

39,97 

15,83 

6,17 

9 93 

Sbirhind Canal 

i 2,51,18 

51,64 

16,19 

8,44 

10 75 

Lower Chenab Canal 

.. | 4,40,87 

1,63,95 

33,15 

16,04 

26 03 

Lower Jhelum Canal 

1,97,30 

49,16 

13,15 

7,07 

14 67 

Upper Chenab Canal 

.. ' 3,92,32 

32,90 

11,42 

13,03 

2 15 

Upper Jhelum Canal 

4,41,50 

18,96 

12,59 

14,81 

-1 91 

Lower Ban Doab Canal 

1 2,28,03 

89,29 

15,55 

7,78 

28 93 

Sutlej Valley Project 

8,97,00 

82,05 

25,66 

40,45 

1-78 

Other Projects 

33,47 

17,06 

7,04 

1,12 

26 58 

Total Productive 

32,72,67 

6,05,40 

1,67,02 

1,21,94 

9-67 

Indus Inundation Canals 

32,63 

6,19 

7,00 

1,13 

-5 94 

Paujnad Headworks 

73,15 

9 

75 

3,43 

-5-59 

Other Projects 

25,74 

9,09 

5,76 

93 

9 29 

Total Unproductive . 

1,31,52 

15,37 

13,51 

5,49 

-2 76 

Total Government of Punjab . 

.. j 34,04,19 

6.20,77 

1,80,53 

1,27,43 

9 19 


Government of Bihar — 


Son Project—Total Productive. 

2,58,99 

28,48 

9,46 

8,61 

4 02 

Tribeni Canal 

79,26 

3,01 

1,23 

2,66 

-1 11 

Dhaka Canal 

6,18 

31 

11 

21 

-0 13 

Total Unproductive 

I 85,43 

3,32 

1,34 

2,87 

-1-04 

Total Government of Bihar 

i 3,44,42 

31,80 

10,80 

1 

11,48 

2-77 

Government of Central Pro¬ 
vinces — 

Ramtek Reservou 

1 

27,92 

34 

26 

93 

-3 04 

Tandula Canal 

1,20,75 

3,37 

1,28 

4,71 

— 2T7 

Wainganga Canal . . 

53,24 

1,28 

71 

2,00 

-2-68 

Mahanadi Canal 

1,59,33 

2,49 

1,80 

6,54 

-3-67 

Kharung 

59,28 

6 

4b 

2,73 

-5-26 

Maniari 

58,30 

4 

49 

2,69 

-5 39 

Other Projects 

1,77,91 

2,14 

1,52 

7,'15 

-3-67 

Total Government of Central 






Provinces 

6,56,73 

9,72 

6,52 

26,75 

-3-59 
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TABLE 14.—FINANCIAL RESULTS OF IRRIGATION, 
1936-37 (In Rs 000)—( continued) 


Province 1 ' and Canals 

Capital outlay 
to the end of 
1936-37 

Total Revenue 
receipts 

Work.ng 

expenses 

i 

Interest on 
capital 

Rate per cent 
on capital out- 
! lay to the end 

1 of 1936-37 

Government of North- West 
Frontier Province — 






Lower Swat Canal 

Kabul River Canal 

59,91 

11,38 

8,87 

2,82 

1,92 

1,13 

2.21 

53 

7 91 

8 07 

Total Productive 

74,29 

11 69 

3,06 

2,74 

7 94 

Paharpur Canal 

Upper Swat Canal 

>1,50 

2,06,60 

57 

9,63 

1,69 

4,65 

1,19 

7.27 

-7-34 
-1 10 

Total Unproductive 

\ '8.10 

10 20 

6,34 

8,46 

-1-93 

Total Government of North- 
West Frontier Province 

3,12,39 

21,89 

j 9,40 

11,20 

0-42 

Government of Orissa — 







Orissa Project 

Ruslnkulya System 

2,65,74 

51,87 

6,81 

2,23 

5,44 

1,0.3 

8,86 

1,82 

-2-82 

-1-20 

Total Unproductive . . 

3,17,61 

. . 

9,04 

6,47 

10,68 

-2-55 

Ganjam Gopalpur Canal 

1,43 



5 

- 3-32 

Total Government of Or'ssa ... 

3,19,04 

9,04 

6,47 

10,73 

-2 56 

Government of Stnd— 






Desert Canal 

Fuleli Canal 

Lloyd Barrage and Canals 
Construction 

Other Projects 

26,74 

55,53 

27,57,59 

68,24 

3,74 

4,28 

1,33,48 

17,69 

2,09 

2,80 

56,93 

10,19 

89 

2,48 

1,52,46 

2,56 

2-84 

— 1 78 

— 2 75 
7-24 

Total Productive 

Total Unproductive 

29,08,09 

27,58 

1,59,21 

1,26 

72,01 

2,09 

1,58,40 

1,08 

-2-45 
-6 91 

Total Government of Sind ... 

214,35,67 

1,60,47 

74,10 

1,59,48 

— 2’49 

Total Provincial Governments ... 
Total Central Government 

1,42,39,89 

1,76,97 

13,12,55 

4,50 

4,60,71 

10,22 

5,95,31 

7,67 


Grand Total ... 

1,44,16,86 

13,17,05 

4,70,93 

6,02,98 









REVENUE AND EXPENDITURE OF THE PROVINCIAL 
GOVERNMENTS FROM 1921-22 


Sources .—Finance and Revenue Accounts ot the Government ol India 
till the year 1937-38, and Budget Statements of the various 
Provincial Governments for the other years. 

Notes. —1. The revenue figures are gross, except in the case of 
‘ Irrigation ’ for which net figures are given. 

2. The figures of Expenditure under ‘ Civil Works' include 

interest on capital outlay on Hydro-electric Schemes, etc., 
but do not include ‘ Capital Outlay on Civil Works 
charged to Revenue ’. 

3. Agriculture includes Veterinary. 



TAB LE 15.— MADRAS 
REVENUE (In Lakhs of Rupees) 
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TABLE 16.— BOMBAY 1 
REVENUE (In Lakhs of Rupees) 
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TABLE 17 —BENGAL 
REVENUE (In Lakhs of Rupees) 
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TABLE 18.— UNITED PROVINCES 

REVENUE (In Lakhs of Rupees) 
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TABLE 19 —PUNJAB 

REVENUE (In Lakhs of Rupees) 
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TABLE 20 —CENTRAL PROVINCES 

REVENUE (In Lakhs of Rupees) 


522 


F 


I 32833 < ° , '!2 

»0t“6£61 

CM 

-t 


00 10 00C5<£ 

CM © 

i6£-8£6 

’-h LO CO tH 

-H 


CM 

** 


r-i l-v CM rH LO -*1 -*< 

8£-/£f!I 

to ** 10 

w> 


CM 

tF 


0< •# O 00 to CO rH 

/£-9£fil 

UO CO LO -t 



CM 



*0 © CM © IO CO r-t 

9£-££6I 

-H <0 to •* 

© 


CM 

•# 


>o 0 -t oo *o 

rH CO 

S£-f£(>l 

CO LO IO ** 



Cl 

n* 


*# N CO tf iTj 


*£-££61 

CM IO JO ^ 

CO 


CM 

Tf 


*o 0C l>. CO 10 


££“££61 

«0 LO "t 

1 “i 


CM 

T* 


rH CO CO Tf LO CO Q 

££-I£6T 

rH CO LO O' 

1 


CM 



O' CO 05 H ic f 0 

IE-0S6I 

»H CO IO LO 

1 


CM 



IO IO IN OlN 

CO X 

0E-620I 

0 cico co 

1 °1 


cm” —I 



05 CO O H 1 N N CD 

<52-8261 

rH^CM [>. CO 

! O 


CM rH 

IO 


IO rH VO H 

© 

8Z-/26T 

-t CM CO JO 



01 rH 

LO 


CO *0 r-i CO CO 


Z2-9Z6T 

CM CO CO JO 

b 


CM rH 

LO 




92-S26I 

CM IO IM IO 

CO 


CM rH 

LO 


FEDFJUL FINANCE IN TNDTA 


si-mi 
* 2-2261 
ZT^ZZ 61 
ZZ-IZGl 


OO lo -i* I t>- 


P 

ss c 

0) o 

?! -m C 

S rt o 

CK TO 05 J-. ^ 

^ «U n, -P -4-* 

_ M w TO oj 

o '5 § £ & m 

ci M $ O 41 p 

■JWxs.«i 


z ot-6e6t 

,6£-8£6I 

8E-/E6I 

/£-9£6I 

9£“SE6L 

se-ran 

F£-££fil 


© CO CO © lx l''. CO LO cO -H CO i/3C 


LO X O CO IX 1-0 lO CO CO CO CM «0 »0 


l”* CCrHtOCO^lOCOCOCTJCO 00 c 


CO C5 M *0 ’t CO CO C'O OO O CO r 


CO jo x X CO CO 't fO C) M K 00 lO lo 


EE-EEId | - j 


t rj CC CO n C' 1 N f 1 N H CO MO) 


6 £“[£61 
l£"0£lil 
0£“6£til 
62-826[ 
82-/26[ 


IO X S020n-f f NNHfl OX 


l-» ri OHK^MOnMNH 
'■O r~, 00 | 


42-9261 
92-9261 
92-f26I 
*2-2261 
C2-226I 
22-1261! 


"f 00 

00 CO 

»o 


©CO CM CO LO CO CO CM CO CM rf CO 


fl 

K 

W 


x o HN-fnioNdNicnf tv.io 


a : 8 : « ■ 


4 '5 
^ <* 


o ~ 


s 

I « s 

< o n 

a o 
- « u 

Cj ^ 

^ 2 WJ ^ 

!! a S „ ^ a « S u 3 


'O O 

s SH 

TO 

s a 


„ o eaai« 

o w 3 ifi a o £ a 

w u - « vtig osB w > 

J S“l a 4Slill3l8S 


Revised estimates 2 Budget estimates 




TABLE 21 —ASSAM 
REVENUE (In Lakhs of Rupees) 
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FEDERAL FINANCE IN INDIA 
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TABLE 23 —BIHAR, ORISSA AND SIND, FROM 1936-37 

REVENUE (In Lakhs of Rupees) 
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TABLE 24 —INCOME AND EXPENDITURE OP DISTRICT AND 
LOCAL BOARDS 

(In Lakhs of Rupees) j 



o 



Income 




Expenditure 


Year 

amber 

boards 

d 

f'l W 

: g JS 

! £ rt 

1 „ 

l 

! = o 

(/) 

u 0) 
o> o 
xi *- 

Total 

01 

(J 

Is 

1 

1 c 

I B 

cj 

1 

V3 

c o 

a _ 

213 

Hi 

«8g 

1 Total 


I 55 

i 

U 


O o 


o 

a 

35 

3 

1 

W 


5 S * 

CJ 

C/3 4 * 



i 



1 


As 

Ps 

! 




| 

1911-12 

1,124 

1 2.31 

1,32 

| 1,86 

5,50 

3 

10 

jU7 

2,64 

51 

1,05 [ 5,36 

1912-13 

1,126 

2,39 

1,52 

2,19 

; 6,10 

4 

6 

i 1,32 

2,84 

53 

1,09 

j 5,78 

1913-14 

1,131 

3,01 

2,08 i 2,75 

■ 7,84 

4 

0 

1,54 

3.30 

59 

1,14 

! 6,57 

1914-15 

1,134 

3,34 

1,87 

: 2,55 

7,76 

5 

5 

1,74 

4,07 

65 

1,29 

1 7,75 

1915-16 

1,144 

3,39 

1,43 

2,68 

7,50 

5 

1 

1,82 

4,16 

70 

1,32 ; 8,00 

1916-17 

1,147 

3,53 

1,25 

| 3,10 , 7,88 

5 

3 

1,85 

3,53 

69 

1,74 

j 7,81 

1917-18 

1,202 

3,54 

1,38 

3,33 

8,24 

5 

7 

1,96 

3,39 

72 

2,21 

i 8,28 

1918-19 

1,274 

i 3,56 

1,70 

4,14 

9,40 

6 

7 

2,31 

3 60 

SO 

2.17 

j 8,88 

1919-20 

1,320 

| 3,75 

1,72 

4,93 

10,40 

7 

10 

3,07 

3,96 

1,00 

1,92 

j 9,95 

1920-21 

1,346 

1 3,62 

l 

1,69 

4,92 

10,23 

7 

10 

3,62 

4,42 

1,09 

1,52 

i 10,65 

1921-22 

1,340 1 3,95 

1 

1,80 

5,19 

10,93 

7 

6 

4,09 

3,85 

1,24 

2,16 

11,35 

1922-23 

1,325 

'4,26 

1,68 

5,38 

11,32 

7 

8 

4,20 

3,66 

1,28 

2,21 

11,34 

1923-24 

1,289 

! 4,42 

1,82 i 5,91 

12,14 

8 

3 

4,28 

3,81 

1,36 

2,29 

11,74 

1924-25 

1,279 

j 4,60 1 1,78 

1 

5,93 

12,32 

8 

6 

4,46 

3,74 

1,40 

2,53 

12,13 

1925-26 

1,269 

4,71 

2,30 

7,05 

14,05 

9 

6 

5,05 

4,33 

1,72 

2,56 

13,66 

1926-27 

o 

05 

LO 

LO 

CM 

2,52 

7,66 

15,09 

10 

2 

5,30 

4 95 

1,81 

3,07 

15,13 

1927-28 1 

I 

1,256 

4,84 

2,58 

8,15 

15,56 

10 

6 

5,72 

5,04 

1,94 

3,26 

15,96 

1928-29 

1,247 

4,91 

2,57 

8,50 

15,98 

10 

9 

5,91 

4,85 

2,00 

3,62 

16,39 

1929-30 

1,246 

4,94 

2,67 

8,76 

16,37 

10 

8 

6,05 

4,47 

2,u2 

3,78 

16,32 

1930-31 ! 

1,246 | 4,97 

2,52 

9,08 

16,57 | 

[ 

10 

5 

6.27 

4,63 

2,04 

3,94 

16,88 

1931-32 

1,247 

4,83 

2,05 

8,65 

15,52 j 

9 

7 

6,25 

3,95 

2,00 

3,61 

15,81 

1932-33 

1,324 

5,12 

1,94 

8,45 

15,51 

1 

9 

5 

5,91 

3,69 

1.93 

3,58 

15,11 

1933-34 

1,317 

5,15 

2,07 

8,71 

15,93 

7 

J 

6,03 

3,84 

1,92 

3,88 

15,68 

1934-35 

1,098 

5,39 , 

2,07 

8,72 

16,17 

9 

8 

6,08 

4,05 

2,01 

3,78 

15,92 

1935-36 ! 

1,111 

5,33 ; 

2,14 

8,75 

16,22 

9 

9 

_ 

6,10 i 

i 

4,28 

2,03 

3,63 

16,04 
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TABLE 25,—INCOME AND EXPENDITURE OF MUNICIPALITIES 
(In Lakhs of Rupees) 



Number of 
Municipalities 









Year 

Population wit 
Mumcipal lirni 
(m 1000’s) 

c n 

1 cu Ji 

* 

§ ' c 
£ * 

i 

isi-gs 
° " s — 

2 k 9 

,2 8a * 

k* 3 bO 6 

$ 2 G 

Total 

Incidence per 
head (excluding 
Kxtra-oidinary 
and Debt.) 

Expenditure 

1911-12 

1 

1 

714 

17,130 

1 

5,06 

7,8 5 

1 T\89 

1 

1 

RS. A. 

4 5 

i 

P 

7 

1 

1 

12,54 

1912-13 ... 

j ™ i 

17,085 

5,27 

12,32 

17,'-9 

4 

12 

0 

j 17,02 

1913-14 

j 714 

17,219 

S t 47 

1 

1 . no 

| 18,5 1 ) 

! 5 

1 

5 

! 18,48 

1914-15 

713 

17,228 

5,44 

i i.ii 

18,55 

4 

’5 

10 

18,70 

1915-16 

714 

17,206 

5 so 

: 9,31 

15,12 

5 

0 

3 

15,45 

1916-17 

722 

17,342 

h, 12 

9,45 

15,57 

5 

2 

6 

15,58 

1917-18 

725 

17,353 

6,41 

10,42 

16,83 

5 

8 

0 

16,58 

1918-19 

731 

17,418 

6,97 

| 11,23 

18,21 

1 6 

1 

3 

1 17,83 

1919-20 ... 

| 739 

17,485 

7,12 

, 13,58 

20,99 

6 

8 

5 

i 20,97 

1920-21 

749 

18,129 

8.01 

19,50 

27,51 

6 15 

5 

27,08 

1921-2 2 

751 

18,794 

8,69 | 

19,81 

28,50 

6 

14 

5 

28,69 

1922-23 

757 

18,880 

' 9.70 

26,43 

36,13 

7 

6 

11 

I 35,75 

1923-24 

772 

18,960 

10,32 

31,85 

44,16 

7 

12 

6 

4.3,67 

1924-25 . . 

763 

18,896 

n 07 

34,92 

40,00 

8 

6 

.3 

45,84 

1925-26 

767 

18,959 

11,43 

30,31 

41,76 

8 

8 

9 j 

41,30 

1926-27 ... 

771 

19,063 

11,68 

26,14 

37,82 

8 

13 

3 1 

37,89 

1927-28 

774 | 

19,087 

11,96 

24,25 

36,21 

! 8 

14 

7 

36,61 

1928-29 

776 

19,101 

12,29 j 

20,82 

33,11 

9 

1 

5 

33,15 

1929-30 

777 

19,113 

12,65 

25,13 

37,78 

9 

5 

9 

37 70 

1930-31 ... 

781 , 

21,230 

' 12,68 

23,91 

36,60 

8 

: 

4 

6 

36,25 

1931-32 

785 

22,433 

12,44 

23,84 

36,28 

7 

10 

9 

36,73 

1932-33 

789 

22,794 

12,56 ' 

26,53 

39,10 

7 

9 

3 

38,86 

1933-34 

794 

22,794 

12,88 

23,82 

36,70 

7 

11 

7 

36,18 

1934-35 

798 | 

22,876 

13,14 

24,94 

38,08 

7 

15 

3 

37,60 

1935-36 ... 

812 | 

22,818 

13,46 

27,74 

41,21 

8 

3 

7 

41,21 



TABLE 26 —INCOME AND EXPENDITURE OF DISTRICT AND LOCAL BOARDS IN 


FEDERAL FINANCE IN INDH 



North-West Frontier Province 


TABLE 27 —INCOME AND EXPENDITURE OP MUNICIPALITIES IN DIFFERENT 

PROVINCES IN 1935-36 
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TABLE 28.—AREA, POPULATION AND REVENUE OF THE PRINCIPAL 

INDIAN STATES 

* Average annual revenue. t Average of five years, 

t Approximate annual revenue 


Name of the State 

Area 

(in sq. miles) 

Population 
j (1931 Census) 

Revenue (1937) 

Rs. 00,000 

Bahawalpur 



22,000 

1,000,000 

85-00 

Banganapalh 



275 

40,000 

3-01 

Baria .. 



813 

159,429 

*12-00 

Baroda 



8.164 

j 2,443,007 

280-46 

Barwam 


• •• 

1,178 

141,110 

J12 00 

Bhavnagar 



2,961 

! 500,274 

1 *181-77 

Bhor .. 



910 

141,546 

i 7 08 

B.kamr 

... 


23,317 

936,218 

| 125 00 

Cambay 


••• 

392 

87,761 

113 00 

Charkhari 



880 

120,351 

8 00 

Chliota-Udepur 



890 

144,640 

11-20 

Cochin 



1,480 

1,205,016 

10100 

Cooch Behar 



1,318 

590,866 

J32 00 

Datia ... 



912 

158,834 

118 00 

Dhar (C I.) 


... 

1,800 

243,521 

*30 00 

Dharampur 



704 

112,031 

8 50 

Dholpur 



1,221 

254,986 

17-70 

Dhrangadhra 


... 

1,167 

88,961 

25-00 

Dhrol... 



282 

27,639 

*2 45 

Dungarpur 



1,460 

227,500 

*8 00 

Faridkot 


... 

643 

164,346 

20 00 

Gondal 



1,024 

205,846 

50-00 

Gwalior 



26,397 

3,523,070 

250 00 

Hyderabad 



100,465 

17,877,986 

882-07 

Idar 



1,669 

not given 

2100 

Indore 



9,902 

1,325,000 

135-00 

Jaisalmer 



16,062 

not given 

5 31 

Janjira 



379 

110,388 

11-00 

Jaora ... 



601 

100,204 

12-00 

Jawhar 



308 

57,261 

*3-45 

Jhalawar 



813 

107,890 

7-48 

Jodhpur 



36,021 

2,125,982 

171-57 

Junagadh 



3,337 

545,152 

100-00 

Kapurihala 


1 

652 

316,757 

40-00 
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TABLE 28 —AREA, POPULATION AND REVENUE OF THE PRINCIPAL 
INDIAN STATES— (continued) 

'.Average annual revenue t Average of five years 

1 Approximate annual revenue 


I 

1 

Name of the State 

1 

Area 

(in sq miles) 

1 

Population 
(1931 Census) 

Revenue (1937) 

Rs 00,000 

Khairpur 

1 

1 

6,050 f 

1 

i 

227,168 : 

25 09 

Kishangarh 

85>S j 

85,-44 

7-50 

Kolhapur 

3.2 1 7 j 

957,137 

125 70 

Kotah.. 

5,681 j 

6j5,804 

51 70 

Kutch. • J 

8,-149 

514,307 

32 00 

Limbdi 

313 

40,088 

9- 00 

Lunawada 

388 

95,162 

5 50 

Maihar 

407 

68,991 ; 

15 00 

Mandi 

1,200 

207,465 

*12'48 

Mayurbhanj 

4,243 

889,603 ; 

33 00 

Morvi. 

822 

113,024 i 

40 00 

Mysore 

29,474 

6,557,302 | 

| 

379 00 

Nawanagar 

3,791 

409,192 | 

90-00 

Orchha 

2,080 

314,661 j 

113 00 

Palanpur 

1,774 

264,179 ! 

10 62 

Partabgarh 


j 

15-75 

Pat ala 

5,932 

1,625,520 ! 

1 

157 00 

Patna.. 

2,511 

566,943 | 

10 31 

Porbandar 

642 

115,741 

21 00 

Radhanpur 

1,150 

70,530 ' 

800 

Rajkot 

1 283 

75,540 

12 50 

Rajpipla 

j 1.517 

206,085 

27 00 

Rampur 

892 

464,919 

45-17 

Ratlam 

! 693 

107,321 

10 00 

Rewa 

1 13,000 

i 1,587,445 

60 00 

Samthai 

| 178 

1 - 

3-50 

Sangli 

I 1,136 

i 

258,442 

115 96 

Sirmoor 

; 1,141 

148,568 

112 00 

Sant .. 

394 

83,531 

4-14 

Tonk ... 

2,553 

317,360 

21 76 

Travancore 

7,625 

5,095,973 

j 

252 54 

Tripura 

4,116 

382,450 

31-17 

Udaipur 

12,753 

1 1,566,910 

i 

80-00 




TABLE 29. -HYDERABAD. 

REVENUE (in Lakhs of Rupees) 
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REVENUE (in Lakhs of Rupees) 
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TABLE 31.— JAMMU AND KASHMIR 

REVENUE (in Lakhs of Rupees) 
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TABLE 33—TRAVANCORE 


536 


FEDERAL FIN, 


INDIA 


N H H 


(O OJ CM f—< rH 


lON^OtN^OwOOO CO 
r-t CM CM Tf r -4 CO r 4 »-« CO 


f-» CM CM Tf -—< CO r-H CO 


|^<H WHH CM 


LOf-*v^)C75COa)^CO^ 05 
mCON^»hcoh 


d W C Cl 4-j -C <3 

rO C « O n « W H 

►J — WUWfat^U 


2 I 

:§2 a 

• t: « 

^2 e 

atS £ 

H 2 t> 
r n cl > 


c3 ^ <u 

a 2 o »-< o jg 

J|g|| g| 

j“S 

j£(3u§6£<q(S 








REVENUE {in Lakhs of Rupees) 


APPENDIX F 


537 


a 


t-» rr m t- oo n 


32 


O CO 00 00 00 CO 


& u | w 7* 

■o w s a s s <& 
S£3<5!3~5 
jauMfeSo 


ci 

co 

C5 


MKIDOO^mOC^ 


' L* 'O X f CN O) N 


or^ccoocococjco 


00 CO rH 
HH CVJ 


co in e* cm G »0 eo t>» r-s r-i 


a> • 

* 3 

a 

<u 

s 

« C 

G o 

o n 

• w 
X3 Jj 
a w 

| S 

S § « 

B3 _ 

i ** < OS 

j 8-3 g 
5 b >•§ 

;qow 


£ 

0) 

C/5 

a 

a> • 

e : 

!l 

I? 

u •— 

_a fO 

■z a 

0^ 



at 

O 

H 


a „ a 
g-Sfi-E 
ooS H 

rtfiis 

Ii2» o 



REVENUE (in Lalclis of Rupees) 


538 


FEDERAL FINANCE IN INDIA 



Debt Services 







B I BL fOGR \PHY 

A ROOKS 

Ac-worth, Sir \V M State Railway Oienoshm (1920) 

Adarkar, B P The Principles and Problems of Federal Finance 
(1933). 

Alston (Leonard) Elements o/ Indian Taxation (191u) 

Ambedkar, B R The Piohlrm <T (he Rupee (1923) 

Ambedkar, B R The L volution <i/ Pmmacial Finance in British 

India (1925) 

Anstey, V The Econ< one Development of India (1929), 
Arbuthnot Select ions from the Minutes oj Sir Tnonias Munro 
(1829). 

Atkinson, F. A Review oj the Effect of Low Exchange on the 
Export Trade of India (1892) 

Baden Powell, B H Land Systems of British India, 3 vols 
(1892). 

Baden Powell. B. IT. The Indian Village Community (1896) 
Banerjen, P Fiscal Policy in India (1922) 

Rnneijc.i, P Indian Finance m the Days of the Company (1928) 
Banerjeu P Provincial Finance in India (1929) 

Barbom David The Theory of Bimetallism (1886) 

Bell, Horace Railway Policy in India (1894) 

Bradshaw, ,T Sir Thomas Munro (1906) 

British Indian ’ Finance and Comma ec in Federal India (1932) 
Buckley, R Burton The litigation Works oj India 2nd edition 
(1905). 

Burke’s Speeches on India (Bohn’s British Classics) 

Cambridge History of India (vols. V and VI") 

Campbell, Sir A. G Modem India (1852) 

Campbell Sir \ G India as it may be (1853) 

Campbell Sir A G The Capital of India (1865) 

Campbcdl, Sir A G Memoirs of My Indian Parcel 2 vols. 
(1893) 

Chablam, H C Indian Currency and Exchange (1925) 

Chesney, Sir George Indian Polity (1868). 

Cotton, Sir A. The Famine in India (1886). 

Coyajee, Sir J C Indian Fiscal Problem (1924). 

Coyajee, Sir J C The Indian Currency System (Madras Uni¬ 

versity) (1930). 

Camming, Sir John Modern India (1932). 



540 FEDERAL FINANCE IN INDIA 

Cunningham, H S British India and Its Rulers (1882) 

Curzon, Lord Bntish Government in India (192,)) 

Curzon, Lord. Speeches (Lord Cmzon in India, 1898-1905) 
D’Souza, V L Financial Problems of the States in Federal 
India (1935) 

Dickinson India, Its Government under a Buieauciacy (1853). 
Dutt, R C The Economic Histori) of India under Early British 
Rule (1906) 

Dutt, It. C The Economic History of India in the Victorian Age 
(1906). 

Dykes, ,T. VV B Salem a Collectoratc (1853) 

Fawcett Henry Indian Finance (18801 
Forrest (1 W Life of Lord Landsdowne 

Forrest G \V Selections from the Minutes and Other Official 
Writings of Mountstuart Elphinstone (1864) 

‘Gentleman.’ Remarks on the Ryolwan System oj Madras and 
Allied Papers. 

Gokhale. G K. Speeches, 3td edition (1920) 

Graham, A The Means of Ameliorating India (1835) 

Gupta, J N The Life and Work of II ^ C Dutt (1911) 

Gyan Chand Financial System of India (1926) 

Gyan Chand Essentials of Federal Finance (1930) 

Hope, Lady General Sir Arthur ('oilon His Life and Work 
(1900). 

Hunter, Sir W A Life of the Earl of Mayo, 2 vols (1876). 
Ilbert and Meston The New Constitution of India (1923). 
Imperial Gazetteer, vols III and IV. 

Iyer, K. V Indian Railways (1925). 

Jagtiam, II M The Role of the. State in the Provision of Rail¬ 
ways (1924) 

Joslu, G. V. Speeches and Writings (1912). 

Joyce, H. W Indian Railways — Construction, Management and 
Control—Lectures (1905). 

Kale, V. G Dawn of Modern Finance in India (1922). 

Kaye, Sir J. W. Life and Correspondence of Henry St George 
Tucker (1854). 

Kaye, Sir .J W The Administration of the East India Company 
(1853). 

Keynes, J. M. Indian Currency and Finance (1913). 

Khan, Sir S Aluned. The Indian Federation 
Lovedav, A The History and Economics of Indian Famines 
(1914). 

MacLeod, H. D. Indian Currency—A Scheme for Restoring its 
Ancient Gold Currency to India (1898). 

* Madras Civilian.' Observations on the Land Tenures of Southern 
India (1866). 



BIBLIOGRAPHY 


541 

Maine, Sir H, S. Indian Speeches and Minutes (edited bv 
Whitley Stokes). 

Martineau, IAfe of Sir H. Bartle Frere, 2 vols (1895) 

Mir IvHan, M. Federal Finance (1936). 

Moreland, \V H. India at the Death of Akbar (1920) 

Moreland. \\. Ff From Ahbai to Aurangzeb (1923) 

Mukerji, P. Indian Constitutional Documents (1916) 

Norton, J. B. A Letter to Robert Lowe (1834' (Pharuah & Co., 
Madras). 

Norton, J B Topics foi Indian SCtcsnnn (1858). 

0 Connor, J E. India Price and Wage Levels 1861-73 and 
1874-87 (1887) 

Panandikar, S G Some Aspects of the Krnnomic Consequences 
of the War for India (1921) 

Pandit, Y. S India’s H dance „f Indebtedness, 1898 1913 (1937). 
Panikkar, Iv. M Indian Stales and the Govcrara '<t of India 

(1927). 

Pharoah s Gazetteer (1855) (Pharo .h & Co Madias) 

Pillai, P P Economic Conditions in India (1925). 

Pritchard, I. T The Administration of India fiom 1859-68, 2 voIb. 
(1869) 

ltanude. M. G Essays on Indian Economics (1898) 
ltaiigaswami Ivengai. I\ V Some Tiends of Modern Public 
Finance (1936) 

Rao, V K R V Taxation of Income in India (1931). 

Ray, Parmial India’s Foreign Tiade (1934) 

Ruslil’oitli, Y V The Indian Exchange Problem (1921) 
Ruthnasuann, M Tin Making of the State (1935) 

Seton, Sir Malcolm The India Offic (1926) 

Shah, K. T Trade Tauffs and Tiansport in India (1923). 

Shall, K T Sixty 1 ears of Indian Finance, 2nd edition (1927) 

Shah, Iv T Fcdtial Finance, m India (1929) 

Shull, lv T Provincial Autonomy 

Shall, N J Histoiy of Indian Tauffs (1924) 

Shah and Balmdmji Constitution, Functions and Finance of 
Indian Municipalities (1925). 

Sinn as. G Kind lav Suciue of Public Finance, 2 vols (1936). 

Shore, F’. J Notes on Indian Affans, 2 vols (1837). 

Smeaton, D. M The Currency of India an Examination of the 
Reasons foi a Change of the Piesent Standard of Value and of the 
Mode of Effecting it. 

Smith (Bosworth) Life of Lord Lawrence, 2 vols. (1885). 
Spalding, W. K Eastern Exchange, Cuncncy and Finance (1924) 
Srinivasan, K. G. Law and Theory of Railway Freight Rates 
(1928). 



54*2 


FEDERAL FINANCE IN INDH 


Srinivasa E.ighava Iyengar, S Menwiaudum on the Piogress of 
Madras Presidency dm nig the Last Forty 1 rais (1803) 

Stracliey. Sir John and Stiaehey, Richard. Finances and Public 
Works o/ India pom 18G9-81 (1882) 

Strachey, Sir John India (1888). 

Strachev, Sir John India, Its Administration and Progress 
(1903) 

Temple (Sir Eichard) India in 1880 (1881) 

Temple (Sir Eichard). Men and Events of My Time m India 
(1882). 

Temple (Sir Eichard) dames Thomason (1893) 

Thomas, E C. (1 Famine and Other Indian Topics. 

Thornton, W T Indian Public Works (1875), 

Trevelyan, Sir G. E. Memorandum on Inland Duties (1834). 

Vakil, G. N. Financial Developments in Modern India (1924) 

Varadachariar, N. 1) Indian States and the Federation 

Wapd Khan, S. A. Financial Problems of Indian States undei 
Federation (1935) 

Watt, George Selection* jiom the Government oj India, vol. 1, 
1888-9—Kevenue and Agnculltnul .Depaitment, Galeutta (1889). 

Wattal, P. K. The System of Financial Administration in Bntish 
India (1923). 

Wedderbuin, William. Speeches and W tilings (hist edition). 

West, A. Sir Charles Wood’s Administration of Indian Affairs 
(1867). 

Whyte, Sir Ferderick. India, a Federation ? (1924). 


13 GOVERNMENT PUBLICATIONS (MOSTLY 
PARLIAMENTARY PAPERS) 

(1) Serial Purlications 
British India 

Eepoitb ot Moral and Matenal Progress (annual) irom 1860 India 
- honi 1917-8. 

Proceedings of the Imperial Legislative Council (fiom 1858). 
Financial Statements (annual, from 1860) 

Finance and Revenue Accounts ot the Government, oi India 
(annual). 

Budget ot the Government of India, Finance Department (annual). 

Indian Railways Administration Reports (Reports by the Railway 
Board on Indian Railways from 1923-4), annual. 

Reports of the Controller of Currency (till 1934-5). 



BIBLIOGRAPHY 


543 


Reports of the Reserve Bank of Indtn (from 1935-6) 

Results of the Working of Indian Railways (annual) 

Proceedings of the Meetings of the Standing Finance Committee 
Statistical Abstracts (annual) 


Indian States 

Financial Statements of the Reading Indian States (annual) 
Proceedings of Representative Assemblies 
Statistical Abstracts (annual or periodical) 

(n) Other Public movs 
la) FINANCE 


Year 

Volume 

Number 

Title 

1772-73 

IV 
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1 1 r "> i r n 

Pice ted in a nl the Round 9 able Confuences 
Ibnoit nl the IViUr.il Finaint- Conuniltei 

I Fold F.us'.ire Pi lev) 

Repin l of tile Peel Sub-Committee 
Rvpmt ot tho Indian Slate- (Financial) Com¬ 
mittee (T C (' Pavnlson) 

Inilnti Fmannal Enquiry Ropmt (Sir Otto 

Niemevei) 

E vplan.iioi v Memorandum on the Piuft Orderfl 
and View- of (lie Rtoviiu lal Governments and 
tile SoiielJiv of SI,do fiu India on the Report 
of tile Financial Enquiiv made b\ Rn Otto 
Xieinovt i 


ihi ( ERREXCY 

Speech on the Pnpei Cimenev foi Tndia hv the 
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Operation of A, t XIX of 1861 being an Ait 
To Piovule foi a Government Paper Cm- 
lenej 1 2 vols 

(Calcutta) Papers Relating to the Tnti eduction of Gold 

Cmienrv into rndia 

Hi marks on a Gold Cnnenev I ot India bv Col 
Ballard 

Report, from the Selerf Committee on Pepreei 
ation of Silver, togethei with the Pioeeedings 
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Appendix 

Gold and Silver Commission 

Procci dings of the Bimetallic Conference held 
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I’apcis Relating to Changes in the Indian Cm 
rency System (Reprinted from tho Gazette of 
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ing the Depreciation in the Value of Silver. 
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Final Report 
Evidence, Vol II 
Appendices to the Final Report 
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Finance (Hilton Young) 
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(c) PUBLIC WORKS 

East India (Irrigation Works, etc)—Iirigation 
Works—Execution by Joint Stock Companies 
—Copies of Despatch of the Governor-Geneial 
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thereto, etc —with Reports of Local Govern¬ 
ments and Officers on the Subject 
Correspondence Regarding Provision of Funds 
and Financial Measures to be Adopted in India 
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Report 

379 . . Irrigation Reports, and Coirespondenee Regard¬ 

ing Debt Policy 
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527 

528 
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2687 
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LI II 

3 

1872 
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1846 


1852-53 LXXV1 
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1854 



1854-55 

XL 

353 

1857-58 

XIV 
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1858 



1868-69 

XLVII 

1 

t } 

,, 

129 
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LI 
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